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The Corporation Tax Bill. 


By Epwarp L. Surrern, C.P.A. 


In the discussion of certain features of the Corporation Tax 
Bill, Section 6, House Bill 1438, the writer elects to confine him- 
self to one or two points, which demonstrate what the bill does 
not contain rather than what it does. 

All accountants appreciate readily enough the features of the 
bill which have already called forth their protest and which, in 
their opinion, will render the reports required to be filed by cor- 
porations inconclusive and unscientific. Apart from these special 
features, which are sufficiently conspicuous, the writer believes 
that the framers of this bill lost sight of an opportunity, which, 
if it had been grasped, would result in a distinct advance toward 
a much sought-for end. 

In an address before the American Bar Association, the presi- 
dent thereof, Mr. Frederick Lehman of St. Louis, speaking of 
this bill, is quoted as saying: “It is of highest importance as 
the opening door to regulation, which will broaden with the 
years. There is in this no invasion of merely private affairs. 
A business conducted by corporate methods is not a private busi- 
ness. Corporate powers are not natural rights, and the general 
welfare is the only justification for the grant of them. The 
right of public supervision inheres in them, and is as broad as the 
interests that may be affected. The investor in corporate secur- 
ities needs the protection which comes from supervision and 
publicity.” 

The sentiments expressed by the speaker have within the last 
few years become so widespread that it may be said that they 
are nearly universally held, and whatever the private opinion of 
any’ individual may be, he is forced to realize that the demand 
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for governmental supervision of corporations has become not 
the cry of a hysterical few but the demand of a vast number. 

We may, as individuals, consider that any attempt at govern- 
mental restriction of the corporate rights afforded to any 
corporation by the laws of the state under which it is organized 
is dangerous and fraught with great possibilities of evil, but there 
is nevertheless a most widespread belief that such supervision, 
however established, will be a preventive of the inequitable and 
wrongful results which characterize the administration of so 
many of our great corporations. The first step towards the end 
of proper governmental supervision has resulted in a demand that 
the government should be put in possession of all the important 
facts relating to’ the affairs of the corporations, and hence has 
come the cry for publicity, it being recognized of course that 
there can be no such thing as a remedy for wrongs unless the 
manner of perpetrating the wrongs be disclosed. That this 
demand has found expression in dangerous adverse legislation 
toward corporations is only too well known, and is to be de- 
plored. At the same time the further fact is evident that the 
defects and viciousness of much of this legislation has become 
apparent, and the legislators of the various states are trying to 
recast their acts so as to obviate the imperfect features; but 
the fundamental purpose seems to reign now that there shall be 
control exercised through supervision to prevent the perpetuating 
of the past history of corporations. 

Through the agency of the Corporate Tax the government 
was afforded an opportunity to demand such reports from cor- 
porations as should provide the proper bases of information, for 
purposes of supervision, and as would disclose the probable char- 
acter of the administration of each corporation’s affairs. If these 
reports were required to set forth in a scientific and logical man- 
ner the results of the operations and affairs of any corporation, 
they would afford a basis upon which a prima facie conclusion 
might be based as to the rightful or wrongful conduct of the 
corporation in question, and its compliance with the laws relating 
thereto, so that if further inquiry were required by the govern- 
ment it would be in a position to demand and obtain information 
on specific points. 

That such reports are susceptible of affording grounds for 
the proper determination not only of the character of the admin- 
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istration of the corporation but also of its financial conduct and 
History, and that too without disclosing any matters which should 
not be openly stated, is manifest by an inspection of any report 
rendered by the United States Steel Corporation, for example, 
or any of the many corporations which are publishing similar 
reports. Such reports would, of course, be based upon a state- 
ment of profits and should show the trading operations in suffi- 
cient detail for the enlightenment of anyone interested therein; 
they should set up the proper depreciation, reserves and sinking 
funds, and would consequently show the earnings available for 
distribution, whether the same were wholly distributed or not. 
If such reports had been required by the terms of this bill, every 
corporation whose accounts are kept in a proper manner could 
readily furnish the same, and the profits thereof could be ascer- 
tained without trouble. It is probable that everyone will concede 
that if any tax at all is to be laid on corporations, that tax 
should be upon earned profits and not upon cash balances, the 
statement of which as required by the government in the present 
bill will indicate nothing in the way of allowing the government 
to form any conclusions as to the methods of the corporation 
filing the same. 

If the statements required for the purpose of taxation under 
this bill had been prescribed along the lines of ordinary and cus- 
tomary business procedure, so that they could be compared with 
statements rendered stockholders for the purpose of dividend 
declarations, it would have been a great protection both to the 
government and to the stockholders. This would have made it 
impossible for a corporation to render one statement for the pur- 
pose of taxation, showing small net earnings, at the same time 
that it rendered statements to its stockholders showing large 
earnings from which dividends were declared. As it stands at 
present, any discrepancies between these two statements can be 
readily excused on the ground that one is a statement of “Income 
Received and Expense Paid,” while the other is a statement of 
“Income Earned and Expense Incurred.” On the other hand, 
an attempt to conceal the actual earnings would be subject to 
heavy penalties for making fraudulent statements to the govern- 
ment. 

The present law, therefore, does not give the needed protection 
to investors. The most that can be determined by any investiga- 
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tion as to the correctness of the reports submitted to the govern- 
ment would be to determine what actual cash receipts and 
expenses were subject to taxation. It would not show the finan- 
cial condition of the business, nor what its actual earnings or 
expenses had been. 

One point which seems to have been overlooked when drafting 
the present bill is that as a rule, the easier it is to comply with 
the provisions of the law, the less will be the attempt to evade 
such provisions. The requirement of statements entirely at 
variance with the ordinary commercial statements and from the 
entire system of keeping regular corporation accounts, means that 
the preparation of such statements will be difficult and compli- 
cated, and this will increase greatly the opposition to the law 
and the difficulty of enforcing it. 

A further ground of regret that the government has not 
required the reports to be based upon earnings lies in the fact 
that in the hoped-for event that sooner or later there may be 
created a permanent tariff commission, these reports of operations 
and profits would provide responsible, intelligible and conclusive 
data upon which such a commission could base many of its 
conclusions. All these advantages seem to have been thrown 
away through the insistence of the government that only such 
reports as the bill now provides shall be required. 

Since the above paragraphs were written, the writer has ob- 
served in the columns of the daily papers excerpts from a recent 
speech delivered by President Taft while upon his western trip, 
in which he commends the Corporation Tax bill as providing a 
means whereby the government may obtain such an intelligent 
understanding of the affairs of the corporations as to enable it 
to exercise a proper degree of supervision along certain lines. 
He stated further that the information afforded by the reports 
of the corporations will provide a large amount of reliable data 
which will be valuable for the future consideration of possible 
tariff changes. It is apparent that the President believes that 
this bill will accomplish precisely those ends in which it will dis- 
tinctly fail, according to the writer’s views. However, it may 
appear, that when the forms for corporation reports are issued 
they may provide for the setting forth of such facts as are not 
included in the terms of the bill itself, thereby changing its scope 
and requirements. 
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Deferred Charges to Operating. 
By Wa ter A. Staup, C. P. A. 


In addition to the items appearing in a balance sheet under 
the caption Deferred Charges to Operating, others not usually 
so indicated, such as machinery and most of the other component 
parts of plant, inventories of manufactured or partially finished 
product, materials and supplies—as well as indirectly reserves for 
depreciation and renewals—items often of considerable magni- 
tude, come just as surely under this general classification as the 
items usually so designated. In fact, almost all the assets of manu- 
facturing, transportation or public service undertakings which 
have not had their financial status fixed beyond the probability of 
being influenced by future operations, meaning by this latter class 
such assets as cash and receivables, are in reality but deferred 
charges to operating. 

The fact that the operations of a business, particularly if it be 
at all successful, usually extend over a long period of years, 
coupled with the necessity for ascertaining the results of the 
operations and the condition of the business at comparatively 
short intervals, has made it necessary to take account of assets 
to be ultimately consumed in operating which have as yet been 
only partially consumed, or of expenditures made in whole or 
in part for the benefit of the operations of a future period and 
which are thus to that extent not chargeable to the operations 
of the period during which they were made. 

For purposes of illustration let a hypothetical case be assumed: 
A manufacturing concern operates for a period of considerable 
length, at the end of which time the plant is completely worn 
out and any residual value which it may have had has been 
realized by the sale and credit to plant account of the junk, and 
land, if any was owned, likewise sold and credited to plant ac- 


count; all the materials have been completely used up and all the 


product has been sold, the insurance policies have all expired or 
been canceled, the business has been discontinued, and liabilities 
are no longer accruing. In stating the results of the operations 
of this business for the entire period it would not be necessary to 
take into consideration any inventories, estimated allowances for 
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depreciation, etc., but merely to state as credits to operating the 
sales, and as debits the actual expenditures for materials, labor and 
expenses, and the cost of the plant net of any residual value 
realized. 

When stating the operations for a shorter period, however, 
during which the plant is not completely worn out, the stock of 
materials and supplies not completely exhausted, insurance not 
yet expired, as well as manufactured and partially finished prod- 
uct being on hand at the end of the period, it is necessary to 
take these factors into account, and they then become deferred 
charges to operating. In practice, of course, there is no time 
even after many years of operation, except in the event of the 
business being discontinued, when the conditions of our hypothet- 
ical case will be met with. For operating reasons a plant can not 
be permitted to deteriorate to the point of complete uselessness 
before being renewed or replaced. Buildings will usually last 
much longer than machinery, and in turn some machines longer 
than others, and each individual part of the plant must be re- 
newed or replaced as it wears out or becomes obsolete. Stocks 
of materials and supplies must also be kept on hand, and expenses 
of various kinds are paid or incurred for periods which do not 
coincide with the period for which the operations are being stated. 
These various factors, which apply to the operations of a future 
period and the ultimate outcome of which it is impossible to 
predict with unfailing certainty, are largely responsible for the 
fact that any statement of operations or the balance sheet of a 
going concern is an expression of opinion and not of indisputable 
facts. 

Abuses of deferred accounts are frequently encountered, and, 
while they may sometimes be deliberate and intentional, they 
are more often doubtless unintentional as far as intent to mislead 
is concerned, though nevertheless really just as misleading. The 
treatment of these deferred charges to operating, using the terra 
in its wider significance, offers some of the most difficult prac- 
tical problems with which the accountant has to deal. It places 
him in a position, however, where by directing attention to 
abuses which have been caused by errors of principle, either of 
omission or commission, he may render valuable service to his 
client. 

It is proposed to consider herein the proper treatment of de- 
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ferred charges to operating, as well as some of the abuses which, 
from time to time, have been observed. 


PLANT. 


Mention has already been made of the plant account as being 
a deferred charge to operating. For simplicity of phraseology 
we may include under the generic term “ plant” not only land, 
buildings and machinery, such as constitute a manufacturing 
plant, but also the track and roadway, bridges, overhead and 
underground construction, rolling stock, etc., comprising the 
operating equipment of transportation and other public service 
undertakings. 

The practice, at one time in general vogue, of inventorying 
and re-appraising the machinery and other items of plant at the 
end of each fiscal year, and charging off to profit and loss the dif- 
ference between the book balances and the inventory, or writing 
directly off the plant account the estimated amount of deprecia- 
tion, indicated that it was recognized, in substance at least if 
not in theory, that plant, and particularly machinery, is after all 
only a deferred charge to operating. 


DEPRECIATION. 


It is universally recognized by accountants that depreciation 
is a most important question to be considered in connection with 
the subject of plant. With the exception of land owned in fee, 
even this not being an exception in all cases, practically all plant 
is subject to depreciation. Inasmuch as any machine or building, 
no matter how well constructed, is bound to eventually arrive 
at the point when it is no longer capable of being rendered ser- 
viceable for further use by ordinary maintenance or repairs, but 
either requires entire reconstruction or is fit only for the junk 
heap—frequently this stage being reached through obsolescence 
produced by the many new inventions and improved methods 
and processes constantly being devised, rather than by its complete 
physical deterioration—it is self-evident that its cost should have 
been all charged off against operating, or what is equivalent 
thereto, a reserve sufficient for its renewal or replacement set up, 
by the time its usefulness has expired. 
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While accountants generally are agreed as to the wisdom and 
necessity of providing for depreciation, it is often urged upon 
them that certain undertakings form an exception to the rule. 
This has been particularly urged with reference to railways and 
some other public utilities. The principal argument advanced 
is that the current repairs and renewals are equal in amount to 
ordinary maintenance and a reasonable allowance for depreciation, 
one of the reasons being that the number of units making up the 
roadway, track or other construction and equipment is so large 
that the units required to be renewed in any period are equivalent 
to the depreciation of the plant as a whole. That this reasoaing 
is fallacious, however, has been amply demonstrated in the past 
by the condition into which properties have been allowed to drift 
during hard times when every nerve was strained to keep down 
expenses, with the result that profits were shown as a result of 
operations, whereas they were in reality at the expense of the 
plant by not making proper provision for depreciation. Especially 
is this true with regard to equipment; when the time came to 
discard the worn-out equipment, the cost of, say, new cars was 
added to the equipment account, and the worn-out cars conve- 
niently ignored, or if the power plant reached the point where it 
was no longer serviceable, the expenditures for new machinery— 
which may incidentally have been of somewhat larger capacity 
and probably of improved design—designated as “ reconstruc- 
tion” and forthwith capitalized. 

This has been a particularly favorite method when the owner- 
ship of the capital stock has changed in the interim, the new man- 
agement claiming that it can not be held responsible for the delin- 
quencies of its predecessors, and that it would not be equitable to 
charge these extraordinary expenditures against the revenues of 
its administration, overlooking, by the way, the fact that these 
expenditures tend to make the ordinary maintenance charges con- 
siderably lighter for some time thereafter than they would other- 
wise be. This contention does not alter the fact that the plant 
account is being loaded down with expenditures which in the 
long run are only capitalizations of renewals. 

During the recent era of prosperity quite a number of the 
larger railroad companies indirectly provided for depreciation— 
although not in a very scientific manner—by charging to income 
large expenditures for betterments, or by crediting the surplus 


404 


4 
&§ 
&§ 

} 
: | 


Deferred Charges to Operating. 


earnings, after payment of dividends, to extensions and equipment 
purchases. Others, again, made specific reservations for deprecia- 
tion of equipment, based perhaps not so much on any consistent 
plan as on what the profits would appear to permit to be set aside 
for this purpose. 

The promulgation in 1907 of the Interstate Commerce Com- 
mission’s revised classification of accounts, which makes provi- 
sion for depreciation of equipment mandatory, marked an epoch 
in the depreciation controversy. While there are still minor 
questions of method and detail to be dealt with, it has nevertheless 
placed the depreciation accounting of interstate railroads, at least 
as far as equipment is concerned, on a more nearly scientific basis 
than has heretofore obtained, and it is hoped that it indicates an 
intention to deal with the entire subject, so that eventually the 
depreciation of all parts of railroad property which are of a 
wasting nature will be properly recorded in the fiscal accounts. 

On the part of street railways and some other public utilities 
—over which effective control has been exercised in but few 
states—but little inclination to deal seriously with the question 
of depreciation, and to recognize it as a fact of which the operat- 
ing accounts must take cognizance, has been observed. It is 
worthy of note, however, that the classifications of accounts re- 
cently promulgated by the New York Public Service Commissions 
for the use of street railways and gas and electric corporations 
operating in that state make the incorporation of depreciation 
charges in the books of account compulsory. 

Such recognition of a principle for which accountants have 
long contended—though often in an apparently hopeless minority 
—leads one to indulge the fond hope that the day is coming when 
in the industrial world generally there will no longer be any 
serious opposition on the part of the business men to making 
proper provision in the accounts for depreciation or accrued re- 
newals of plant which the very laws of nature render inevitable, 
but that the question will only be one of “ how” (methods) in- 
stead of “ why” (tacit denial of the fact). 

In this connection it should be mentioned that frequently 
where no direct provision is made for depreciation indirect provi- 
sion is made by permitting an apparently large surplus to accu- 
mulate out of the earrings, the surplus account thus really 
comprising the bona fide surplus and the accrued depreciation 
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reserve. There is, however, no reason why accrued depreciation 
should form a part of the nominal surplus any more than there 
would be for omitting from the balance sheet a liability which did 
not fall due until some distant future date—e. g., bonded debt— 
and showing a correspondingly larger surplus account. 


DEFERRED MAINTENANCE AND RENEWAL CHARGES. 


The omission to provide for depreciation has led to another 
abuse of deferred accounts to which attention is directed. This 
consists in spreading or apportioning over a subsequent period 
or periods, often of considerable length, expenditures for renewals 
or maintenance. Because these renewals are considered too large 
to charge into the expenses of one, three or six months, or even 
a year, and since no reserve has been provided during the time in 
which they actually accrued against which to charge them, they 
are charged to a deferred or suspended account and gradually 
charged off over future periods. By this practice not only is the 
depreciation not provided for at the proper time, but when the 
renewals are actually made they are saddled on future periods 
which have not only derived no benefit from the operations which 
made the renewals necessary, but will in due time have deprecia- 
tion of their own to answer for. 

In stating the operations of any given period the aim is, or 
should be, to prepare a statement which will show on one hand 
the actual earnings of that period and on the other all the ex- 
penses, whether actually paid, incurred or accrued during the 
period, chargeable against such earnings, and it is submitted that 
the practice referred to not only defeats this object by omitting 
the depreciation accrued during one period, but also by including 
among the expenses of the succeeding period or periods renewals 
belonging to the operations of a prior period. It must be under- 
stood that these remarks do not apply in the case of renewals 
which include betterments that result in either increased capacity 
or efficiency, the part representing the cost of renewals being 
charged off immediately, and only the portion estimated as appli- 
cable to betterments or extensions carried forward to the opera- 
tions of future periods as a deferred charge to be absorbed by the 
increased revenue or decreased operating cost resulting therefrom. 
In such a case the deferred charge would be properly applicable 
to the operations of future periods. 
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DEPRECIATION METHOps. 


Different methods of providing in the accounts for depreciation 
of plant have been suggested, among which may be briefly men- 
tioned, 

(a) To prorate equally over the financial periods included 
in the estimated life of the plant, or of individual parts 
thereof, the cost less residual value. 

(b) To distribute over the estimated life of the plant, the 
cost, less residual value, on a reducing basis, by charg- 
ing off a fixed percentage on the balance of the plant 
account (the balance representing cost less amounts 
already charged off or credited to the depreciation 
reserve account). 

(c) The annuity system—charging against the plant account 
interest on the balance and charging off annually a 
fixed amount. 

(d) To credit the plant account at an established rate per 
unit of output. 

Under the first plan (a) the amount of depreciation charged 
against each year’s operations during the life of the plant, or 
part thereof, which is being gradually charged off, would be the 
same. By the second method (b) the amount of depreciation 
charged off each year would be greatest in the first year and de- 
crease each year, the theory being that in the early years the 
ordinary maintenance charges would be lighter than in the later 
years, and consequently the earlier operations should be charged 
with a larger amount of depreciation to permit of the later years, 
when the cost of maintenance is much higher, being charged with 
a less amount of depreciation ; also in case of supersedure before 
complete physical deterioration, a larger reserve would have been 
accumulated by this plan than by the first. The effect of the 
third method (c) would be to increase in effect the amount to be 
charged off each year as the interest credited to profit and loss 
(and thus indirectly a partial offset to the depreciation charged 
off) would be largest in the first year, decreasing each year as 
the balance of the plant account becomes smaller, while the amount 
charged off annually remains constant. This method may have its 
advantages in special instances, but it is not used to any consid- 
erable extent in this country. The fourth method (d) has its 
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advantages under certain conditions—e. g. in providing for the 
relining of blast furnaces—but it does not admit of universal 
application. 

The question has been raised as to whether the cost of re- 
building or completely overhauling, which may occur several 
times in the life of a piece of machinery, ought not be taken into 
consideration in determining the amount of the depreciation 
charge. Under this plan, the annual depreciation charge for a 
given machine would be ascertained by adding to the original 
cost the estimated cost of rebuilding, and dividing the total by 
the number of years embraced within the extreme life off the 
machine. Theoretically this may be the most accurate method 
of charging off the cost of a machine, and if one could look 
forward with the same certainty as look backward, it might be 
desirable to use such a method of calculating depreciation, or, as 
it has been termed, “ expired outlay on productive plant,” but it 
is very doubtful whether it is capable of use in any but special 
instances. 

Whether or not a machine shall be rebuilt is an operating 
question which is usually decided only after the machine has been 
in service a number of years, and it is impossible to predict at 
the time a machine is installed how many times it may be rebuilt 
or what the cost of such rebuilding will be. If it is desirable 
to bring this factor into the calculation of depreciation charges, 
the better plan would be to base the charges during the early 
years of the machine’s operation on the cost, divided by the mini- 
mum life (ignoring the casualty possibility), and when the 
machine is rebuilt add to the amortized original cost the cost of 
rebuilding, and spread this new cost over the estimated future life 
of the machine. This same form of calculation could be repeated 
as often as the machine might be rebuilt. 

It is, of course, necessary to inquire closely into the conditions 
of the business for which a method of providing for depreciation 
is being decided upon, and usually it is essential to consider the 
component parts of the plant account in detail, as the rates to 
be allowed for the different parts will naturally vary considerably. 
It is also necessary that the accountant be assisted by those hav- 
ing the requisite technical knowledge of the business to determine 
on what basis, as to life of the various parts of the plant and 
similar technical details, the allowances shall be made. 
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TRANSIENT PLANT ITEMS. 


Included under the classification of plant are frequently items 
the actual status of which is in reality partly that of plant and 
partly that of supplies. While not forming an organic part of 
the product in the manufacture of which they are used, and having 
physical durability which would entitle them to rank as plant, 
and their cost to be distributed over a long period, yet the fact 
that their continued usefulness is dependent not so much on 
physical durability as on the novelty of the product or on a 
demand of fashion soon supplied, or some other cause which 
renders their usefulness comparatively short lived, gives them to 
a considerable extent the nature of a supply or an expense to be 
prorated over a relatively short period of time. 

As examples of such items may be mentioned drawings, pat- 
terns, lasts, and plates for printing books. Drawings and pat- 
terns are frequently designed especially for producing a certain 
article not to be soon reproduced, and while there would be a 
possibility of their being used again in the distant future it might 
be but a remote probability. Lasts for the manufacture of shoes 
are, owing to the caprice of fashion, frequently available for but 
a single season, and while physically still capable of being used 
for a long time they have no further usefulness than as firewood. 
Plates used in printing a novel may still be in excellent condition 
though the demand for the book has long since died out—or 
perhaps there never was a demand; for each novel which makes 
a “hit ” there are a hundred which “ fall flat.” It will be readily 
seen that in all these instances, which are but illustrations of many 
more, it would be quite misleading to continue to carry these items 
in plant account merely because they are still in a physical condi- 
tion to permit of further use, whereas their usefulness is in all 
probability gone, and they should be charged off as an operating 
cost over the short period during which they are actually useful. 

On the other hand, some of the very items mentioned in the 
preceding paragraph may have a long period of usefulness, such 
as drawings and patterns used in manufacturing standard ma- 
chinery, or plates for printing standard scientific or technical 
books. In such cases it would be quite proper to carry them as 
assets for a considerable time, charging off periodically only 
such amounts as are necessary to provide for their renewal or 
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replacement when worn out. Even in such cases, however, it 
must be borne in mind that, owing to the rapid progress of inven- 
tion and the constant increase in knowledge, what is to-day stand- 
ard may to-morrow be behind the times, and prudence would dic- 
tate charging off somewhat more than what might be just suffi- 
cient to replace them when their physical deterioration has 
rendered them useless. 


EXHAUSTION OF MINES, QUARRIES AND TIMBER LANDs. 


Timber lands, mines and quarries are being brought just so 
much nearer exhaustion by every thousand feet of lumber or ton 
of mineral removed therefrom, and it is self-evident that, unless 
operating is being charged with a pro rata portion of the cost for 
the material removed, the apparent result of the operation is 
not all profit by any means, but represents a partial withdrawal 
of the capital invested in the undertaking. Unless a concern is 
investing in additional properties—or in the case of concerns 
owning timber lands, conducting reforestration operations (which 
in this country have up to this time been comparatively rare}— 
the failure to provide in the accounts for the exhaustion of the 
property may, owing to the large amount of assets available for 
distribution which would naturally result from the conversion of 
the wasting assets into current assets, lead to the distribution of 
apparent profits which are only partly profits, or, to use a familiar 
term, to the “ payment of dividends out of capital.” 

The proper method of allowing for the exhaustion of timber 
lands, mines or quarries is to charge against the operations such 
a proportion of the cost of these assets, less any residual value 
which the land might have after complete removal of the timber 
or minerals, as the quantity of timber or mineral removed bears to 
the entire quantity of such natural resources possessed by the land 
when acquired. It can readily be seen that the entire quantity of 
natural resources on or in the land, particularly in the case of 
mines or quarries, must be to a large extent a matter of estimate, 
based on the opinion of engineers or other experts who have 
examined or prospected the properties. 
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DEVELOPMENT EXPENDITURES. 


In connection with mining or quarrying operations expendi- 
tures are necessary which are preliminary to the actual removal of 
the minerals and which inure to the benefit of the operations of a 
long period, or perhaps until the mines or quarries are totally 
exhausted. Included in this class of expenditures are exploration, 
stripping, tunneling, sinking shafts, driving gangways, etc. Lum- 
bering operations likewise require the construction of lateral 
railroads of a temporary character and other preliminary work. 
Such expenditures should, of course, be charged off against the 
operations which profit by them. This, however, is much more 
difficult of application in practice than is its statement in theory. 
The ultimate aim is, or should be, to have all such expenditures 
charged off to operating by the time the mine or quarry is 
exhausted. One method is to charge off a certain amount per 
unit of output, while another is to prepare at the end of each fiscal] 
period a statement of such expenditures, or parts thereof, as 
should be borne by future operations, and charge off the dif- 
ference between the book balance and the amount shown by the 
statement, which latter is practically an inventory. Care must 
be had that the amount so carried forward is not greater than 
the probable future output can absorb, taking into consideration 
additional expenditures of the same kind which will have to be 
made in the future. 

Not infrequently a gangway, say, is excavated for the pur- 
pose of getting out a particular body of coal or ore in some part 
of a mine; naturally the cost of this gangway should be prorated 
over this particular output as far as is practicable. Stripping like- 
wise can often be charged to the cost of getting out a certain body 
of ore or stone. It must be borne in mind that as a rule the later 
operations of a mine or quarry are more expensive, as the min- 
erals most accessible, and consequently least expensive to remove, 
are naturally taken out first; also the expenditures during later 
periods must be prorated over a smaller output. Hence, the 
earlier operations should be made to absorb their full proportion 
and perhaps even a little more. This fact must be especially con- 
sidered when the latter of the two methods referred to in the pre- 
ceding paragraph is employed, for while the shaft, gangways, 
lateral road, etc., may all be physically in evidence during the later 
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operations, there is with each recurring period less future output 
available, over which to spread the deferred charges to operating. 
One factor which tends to offset, partially at least, the increased 
cost of the later operations, is the tendency of the market value of 
minerals and lumber to increase as these natural resources be- 
come depleted. 

The matter of advanced mining royalties might also be men- 
tioned at this point. Leases of mines and quarries usually pro- 
vide for the payment of royalties of a certain amount per ton of 
mineral removed, with a given minimum to be paid irrespective 
of whether any minerals are removed or not. As the prelimi- 
nary operations of stripping, sinking shafts, driving gangways, 
and the like, particularly in the case of a virgin property, requite 
a considerable length of time, royalties or rentals amounting to 
considerable sums are paid while no mineral is being removed. 
The usual form of lease further provides that the lessee may 
recoup such minimum rentals by deducting them from the excess 
of royalties on the minerals mined or quarried, after production 
actually begins, above the minimum specified. Such advanced 
royalties or rentals may, therefore, be quite properly carried as a 
deferred charge to operating, though care must be taken to see 
that the time allowed (if a limit be set) in which to recoup them 
has not elapsed, and that there is a fair probability that they will 
be worked out in the ordinary course of the operations under way. 


VALUATION OF INVENTORIES. 


The valuation of inventories of manufactured product, mate- 
rials and supplies on hand at the end of a fiscal period is one of 
great importance, especially to manufacturing, trading and con- 
tracting concerns. Proceeding on the theory that a statement of 
the operations of a business for a given period should show only 
realized profits, it would appear that in the case of a manufactur- 
ing or trading concern these inventories should be valued at cost. 
As realized profits can only be on completed transactions, which 
in the case of the concerns mentioned would be sales on which 
deliveries had been made, it would appear that the profits arise 
from sales, less the cost of manufacturing or purchasing, the 
goods sold, and the expenses incident thereto. In order to state 
the true cost of the goods sold it is necessary to eliminate from 
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the purchases and expenses made or incurred during the period 
materials not yet consumed and the items entering into the cost of 
unsold finished or partially completed manufactured product, as 
these items do not pertain to the cost of the goods sold during the 
period under review, and should therefore be carried forward to 
a future period, to the sales of which they will contribute by their 
utilization in manufacture or delivery. It is evident that if the 
inventories of materials or unsold product are valued on any 
other basis than cost, the profits are no longer only on actual 
sales, but on unsold goods as well, or on materials originally pur- 
chased at prices below those ruling at the time of taking the 
inventories. Since, as above stated, the real purpose in taking 
inventories of materials, supplies and manufactured or partially 
completed articles is to eliminate from the purchases and expenses 
of a given period those items which do not enter into the cost of 
goods sold during such period, it is plain that such inventories 
come into the category of deferred charges to operating. 

An important consideration with regard to the valuing of inven- 
tories arises when the market prices of materials have fallen below 
their cost, or the cost of producing manufactured articles has 
exceeded their market value. Under such conditions there is a 
possibility of loss being sustained on their ultimate disposition, 
and, for the same reason that provision is made for probable 
losses due to doubtful debts, or possible liability for damages, 
etc., not yet definitely determined, and because of the desirability 
of reserving out of actual profits such an amount as may be neces- 
sary to cover such possible losses, conservative practice has 
evolved a rule for the valuation of inventories of materials and 
manufactured products, viz., “ Cost or market, whichever is the 
lower.” Attention is, however, called to the desirability of stat- 
ing, whenever practicable, the difference between cost and market 
value, when the latter is the lower, as a separate item, treating it 
in the balance sheet as a reserve-—preferably to be deducted from 
the cost valuation of the inventories rather than as a liability— 
and in the profit and loss account as an item separate and distinct 
from the ordinary operations. This method will not only permit 
of more accurate comparison of the manufacturing or trading 
operations of different periods—which in itself is highly desirable 
—but also meets the objection that it is not logical to value at 
one time at cost and at another at market prices, as it gives 
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evidence of the fact that there are good reasons for valuing on 
different bases under different conditions, and that while the rule 
cited may be a concise statement of conservative practice, it is not 
intended as a statement of logical reasons, and is not in reality 
quite as arbitrary or illogical as on its face it may appear to be. 


VALUATION OF UNFINISHED CONTRACTS. 


The valuation of work done on large construction contracts 
uncompleted at the end of the fiscal period, involving the question 
whether it shall be at cost or with a portion of the prospective 
profit added, is an important division of the subject of inventories. 
It must, however, be recognized that the underlying conditions 
are in some respects quite different from those affecting inven- 
tories of manufactured product, as large quantities of manu- 
factured product are often made up for stock, the ultimate amount 
to be realized therefor being unknown, whereas extensive con- 
struction work is invariably under contract providing for either a 
certain sum for the work as a whole, a price per unit of work 
actually done, or for payment on a basis of actual cost plus an 
agreed percentage of profit thereon. Again, construction work is 
usually being inspected, as it progresses, on behalf of the 
parties for whom it is being done, and while parts thereof 
are not definitely accepted in advance of the final completion 
of the contract, yet if the work subject to constant inspec- 
tion as it progresses is not rejected it augurs well for 
its final acceptance. To be sure in the construction of, say, 
a battleship, while there might be no serious objections raised 
by the inspectors against the work done on the hull, the engines 
and other machinery, as it is installed, or, in fact, against 
the workmanship on any part of the vessel as its construc- 
tion proceeds, yet on the trial trip it might prove deficient as 
respects speed, or some other important requirement, with the 
probable result that a considerable amount would have to be de- 
ducted from the contract price. On the other hand there is some 
work which is often contracted for at a price per unit, e. g., exca- 
vation, or masonry construction, wherein the periodical measure- 
ments for estimates on which partial payments are based, while 
subject to review at the time of each succeeding estimate, or at 
the completion of the contract, furnish sufficient data on which 
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to base a reasonably accurate estimate as to the value of the work 
done on the uncompleted contract. With unfinished work done 
under contracts providing for the payment of cost, plus a certain 
percentage thereon, little difficulty would ordinarily be encoun- 
tered in either ascertaining the proper valuation to be placed upon 
the work done or in determining the amount of profit which shall 
be included. 

When a contract, which is still uncompleted, appears to be a 
losing venture, even cost is too high a valuation to place on the 
work actually done. In such a case the full amount of the con- 
tract, if it is expressed in a lump sum, less the amount estimated 
to be necessary to complete it, should be the amount of the valua- 
tion placed on the work already done. If the unprofitable con- 
tract is on a price per unit basis, the valuation of the work done 
would be the unit price multiplied by the quantity of work com- 
pleted, and it would be in order to set up a reserve for the loss 
to be sustained on the uncompleted portion. 

In valuing the work done on contracts which give promise of 
resulting profitably it would, of course, be most conservative in 
determining the valuation for the balance sheet, and consequently 
for the statement of operations for the period ending with the date 
of the balance sheet, not to add to the cost of the work done any 
part of the profit to be realized. It would seem, however, that 
on contracts extending over a period of considerable length, em- 
bracing perhaps a number of financial periods of the business, 
that if the estimates of the percentage of work completed or 
amount of work completed, expressed in quantity units—which- 
ever basis may be used—are conservative, and after allowing a 
margin for unforeseen contingencies, there still appears to be a 
profit accrued on the work already done, there would be no valid 
objection to adding such accrued profit to the cost in determining 
the valuation of the work done on uncompleted contracts. Cer- 
tainly in cases where the consideration of the contract is cost plus 
a certain percentage thereof, there would be even less objection 
possible to adding the accrued profit to the cost in ascertaining the 
value of the work done. 

The method of valuing the completed work by deducting 
from the total amount of the contract the estimated cost of com- 
pleting, mentioned in connection with losing contracts, is also 
followed, particularly with reference to building operations, in 


415 


\ 
4 
4 
$ 
q 
i 
q 
is 
: 


The Journal of Accountancy. 


connection with profitable contracts. In such cases there should 
be added to the estimated cost of completion a percentage of profit 
to be realized thereon, otherwise the valuation of the work 
already done would include the profit on the work yet to be done 
to complete the contract. 


PREPAID EXPENSES. 


In addition to the various items specifically considered in the 
foregoing paragraphs there are various expenses paid in advance, 
such as insurance, taxes, rentals, interest, and advertising, the 
periods for which paid do not coincide with the fiscal period of 
the business, and the unexpired proportion of such expenses is 
then inserted in the balance sheet as an asset, and applied in the 
profit and loss account in reduction of the fiscal period’s expenses, 
the prepaid portion at beginning of the period being added to the 
expenses. Frequently the determination of such prepaid expenses 
is but a matter of arithmetic, but occasionally the portion of such 
expenses carried forward to a future period or periods is deter- 
mined on a different basis. 

For instance, in the case of the expenses of an extensive adver- 
tising campaign, the expenditures for a time may reach an extraor- 
dinarily large figure, the aim being to bring an article prominently 
before the public, after the accomplishment of which aim it will 
not be necessary to do as much advertising to hold the patronage 
gained. It would take some time, of course, for the full benefit 
of such expenditures to be realized in the sales, and in the mean 
time these extraordinary expenses would be distributed over sev- 
eral fiscal periods, instead of being charged off in their entirety 
in the one during which they were incurred. Similarly in the 
case of a business which runs in seasons, heavy expenses may be 
incurred in, say, the spring, for salaries and expenses of traveling 
salesmen who are securing orders for the following autumn or 
winter’s goods; such expenses are sometimes carried forward to 
be charged off in the period during which the deliveries are made. 
Such deferred charges should be clearly stated in the balance 
sheet, so that it may be plain that they have no intrinsic value, 
although entered under the head of assets. 

One other item of prepaid expenses merits particular atten- 
tion, and that is discount on bonds. It has, to a considerable 
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extent, been the practice in the past to treat as a capital charge 
the discount on bonds sold to provide funds for construction or 
extensions. As the discount is not a part of the cost of the 
construction work, and does not add to the value, productive 
capacity or efficiency of the plant, and as, on the other hand, it 
is in effect an adjustment of the interest paid on the bonds, which 
interest is charged to income (profit and loss), it assuredly has no 
place in the balance sheet further than as a prepaid expense for 
the unexpired term of the bonds which were sold at a discount. 


INTRINSIC VALUES. 


It may be noted that in the consideration of the subject of 
“ Deferred Charges to Operating,” the question of the intrinsic 
value of the various items entered under the head of Assets in the 
Balance Sheet has hardly been mentioned. This is because the 
figures at which fixed assets are stated in the balance sheet do 
not necessarily represent their intrinsic value, and, even in the 
case of some of the current assets, certainly not what they would 
realize if the business were discontinued and the assets offered 
for sale in the open market. 

The balance sheet of concerns other than financial institu- 
tions—unless prepared with some special object in view, such as 
a statement of the condition of a bankrupt or financially embar- 
rassed debtor, in which event it would be more properly termed 
a Statement of Affairs, or Statement of Assets and Liabilities— 
does not necessarily show the net amount which would be realized 
by the proprietors or stockholders in the contingency of a closing 
out or forced sale of the business, but rather the present condition 
of the investment in the business as a result of the fluctuations 
and changes due to the operations of the business. 

In this connection it may be of interest to quote from the paper 
read by Mr. F. W. Pixley, F.C.A., before the Congress of Ac- 
countants in 1904: 

Now a balance sheet is a document very much misunderstood by the 
general public. Their difficulty is one with which I have much sympathy, 
but, at the same time, I do not see any way of suggesting a remedy, 
except that it should never be referred to as a Statement of Liabilities 
and Assets. In the case of banks and a few other concerns this title is 


correct, but in the majority of companies a balance sheet is nothing more 
than is indicated by its titlk—namely, a sheet or collection of balances— 
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and is, as we all know, a statement in an abstract form of the debit and 
credit balances of the ledgers, after the elimination of such balances as 
have been transferred to the revenue or profit and loss account. 

As regards the debit* side of a balance sheet, or the liability side, as it 
is frequently called, the only fact which appears to puzzle shareholders 
is that it includes their capital amounts placed to reserve, and unappro- 
priated profits; but as regards the credit* side, which is so frequently 
called the asset side, it is exceedingly difficult to make shareholders under- 
stand that the values placed against the items are merely those of the 
books, and that it does not necessarily mean that their commercial values 
in any way approach the figures set out. It is, however, the recognized 
duty of the auditor in dealing with certain assets, such as investments, 
debtors, and cash in hand, to satisfy himself that the values placed upon 
them are really their commercial value; but when we come to good will, 
land, buildings, patents, and even stock in trade, it very seldom happens 
that the figures are such as would be obtained were the property submit- 
ted for sale. This is always so difficult to explain to a meeting of share- 
holders when questions are asked, and more particularly to a meeting of 
shareholders of a company that has gone into liquidation, when they learn, 
as they frequently have to do, that the assets are not expected to yield 
a quarter, or even a tenth, part of the amounts taken credit for in the 
last audited balance sheet of the company. 


The final conclusion to be drawn is that Deferred Charges to 
Operating are primarily set up for use in determining the results 
of the operations for given fiscal period—expressed in the form 
of a profit and loss account—and that their appearance in the 
balance sheet is to a certain extent only incidental. 


*In American balance sheets, the debit side is the asset side, and the credit side the 


| iability side, 
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. State Supervision Over Accounting Methods 
Part IV * 
By Roy Smiru, M.C.S. 


VI. SUPERVISION OvER THE ACCOUNTING OF PUBLIC SERVICE 
CORPORATIONS. 


When we take up a consideration of “public utilities” (other 
than railroads) we find an interesting example of the recent tend- 
ency so marked on the part of our state governments, to consoli- 
date administrative functions. We find in a very few of our 
states single commissions having supervisory charge over all, or 
nearly all, of the public utilities. In this subject, as in others which 
we have previously considered, we shall examine especially two 
states, in this case New York and Wisconsin. 

In 1907 New York passed a Public Service Commission Act. 
By this act two Public Service Districts were created, to be 
known as the first district and the second district. The first dis- 
trict includes the Counties of New York, Kings, Queens, and 
Richmond, while the second district includes all the rest of the 
state. Two commissions, one for each district, exercise the 
state’s supervisory powers over the public service corporations 
of their respective districts. Each district commission is com- 
posed of five members, appointed by the Governor, for a term of 
five years, with an annual salary for each Commissioner of 
$15,000. 4 

In 1907 Wisconsin made a move very similar to that made 
by New York. In that year the powers and jurisdiction of the 
Railroad Commission were so extended and modified as to include 
the supervision and regulation over “every public utility” in the 
state, and “to do all things necessary and convenient in the exer- 
cise of such power and jurisdiction.” 

Both the Wisconsin and the New York Commissions have 
power to examine witnesses under oath, and to compel the exhibi- 
tion of books and papers for the purpose of testimony. 

* Accepted by the Faculty of the New York University School of Commerce Accounts 


and Finance in partial fulfillment of the requirements for the Degree of Master of Com- 
mercial Science, June, 1909. 


+t New York Session Laws, 1907, Chap. 429, Art. I., Sec. 1 to 5. 
¢ Session Laws, 1907, Chap. 409. 
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Here, as in the case of railroads, we find that the state’s 
supervision touches the accounting of the corporations at three 
points—examination, reports, and system of accounts. In all 
three of these both the Wisconsin and the New York laws are 
very explicit. 

In regard to examination the Wisconsin statute states that 
“the Commission shall provide for the examination and audit of 
all accounts” and that “the agents, accountants or examiners em- 
ployed by the Commission shall have authority under the direction 
of the commission to inspect any and all books, accounts, papers, 
records and memoranda kept by such public utilities.” * The 
New York commissions have practically the same power in this 
regard. 

In the matter of requirements of reports both Legislatures 
have been very liberal in granting powers to their respective 
commissions. The Wisconsin law states: 

Each public utility shall furnish to the Commission in such form and 
at such times as the Commission shall require, such accounts, reports and 
information as shall show in itemized detail: (1) the depreciation per 
unit, (2) legal expenses per unit, (3) taxes and rentals separately per 
unit, (4) the quantity and value of material used per unit, (5) the receipts 
from residuals, by-products, services or other sales separately per unit, 
(6) the total and net cost per unit, (7) the gross and net profit per unit, 
(8) the dividends and interest per unit, (9) surplus or reserve per unit, 
(10) the prices per unit paid by consumers; and in addition such other 
items, whether of a nature similar to those hereinbefore enumerated or 
otherwise, as the Commission may prescribe in order to show completely 
and in detail the entire operation of the public utility in furnishing the 
unit or its product or service to the public.t 

Besides this report the Wisconsin law provides that the ac- 
counts shall be closed annually on the thirtieth day of June and 
that a balance sheet as of that date shall be filed with the com- 
mission. 

The New York law is fully as comprehensive in the matter 
of reports as that of Wisconsin. New York, however, in regard 
to gas and electric utilities instead of specifying such things as 
depreciation, rentals, taxes, expenses, etc., per unit, has enum- 
erated such items as the amount of capital authorized and issued, 
amount of debt, receipts and expenditures, amount paid as divi- 
dends and interest, salaries and wages paid, and location and 


* Session Laws, 1907, Chap. 499. 
t Chap. 499, Sec. 1707 m— 18. 
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description of plants. Like Wisconsin she did not forget the 
blanket clause, but includes “such other facts pertaining to the 
operation and maintenance of the plant and system, and the 
affairs of such person or corporation as may be required by the 
commission.”’* 

It should be noted that both states give their commissions 
extensive scope in the items which may be required, and at the 
same time allow the commissions to prescribe the definite form 
which the companies must use in making such reports. This 
latter power, of course, enables the commissions to secure a 
uniformity in the reports which, it is needless to say, will facilitate 
greatly the making of comparisons. New York, mindful of 
this advantage, has, in regard to public carriers, required that 
the Commission, as to contents and form of report, “ conform as 
near as may be to that required of common carriers under the 
provisions ” of the Inter-state Commerce Acts. This, it is readily 
seen, is a wise precaution. New York has not only empowered 
the Commission to require general annual reports, but has 
furthermore given them power to require public carrier corpora- 
tions “to file monthly reports of earnings and expenses within a 
specified time.” 

By an examination of some of the blank forms sent out by 
the New York Commissions to public utility corporations and 
companies, we are convinced that the Commissions have been 
very careful and exacting in their work. For example, the form 
issued by the Public Service Commission of the Second District 
for the report of the year ending December 31, 1908, is a book 
of seventy-six large pages, closely ruled, with numerous ques- 
tions, headings, classifications, items, etc., in small type. 

It begins with an exacting and complete list of questions 
with the view of describing and identifying the institution re- 
porting. Then follow pages with blanks of various forms for 
reports of details regarding officers, directors, committeemen, 
leading stockholders, changes in powers and organization, inter- 
corporate relationships (with spaces for highly detailed informa- 
tion concerning each corporation, company or private concern in 
any way connected with the respondent). Next comes a com- 
parative balance sheet for the years ending December 31, 1907, 
and December 31, 1908. This sheet is general and includes some 

* Chap. 429 Art. IV., Sec. 66. 
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forty items of assets and liabilities. There are numbers after 
many of the items referring to following pages where are found 
specialized blanks for the reporting of details regarding facts as 
to the history and quantity of the balance sheet items; For 
example, one form is devoted to electric franchises. In this 
form we find the columns for the “Name of Original Grantor,” 
“Date of Grant,” “Term of Years,” “Date of Acquisition by Re- 
spondent,” “Actual Money Cost to Respondent,” and “Amount 
at Which Carried on Balance Sheet.” 

Following these are pages for reports of minute detail regard- 
ing size, description, capacity, etc., of stations, engines, water- 
wheels, boilers, generators, battery transmission lines or wires, 
poles, pipes, subways, meters, street lamps, etc. Pages 52 to 68 
inclusive are prepared for details regarding income and expenses. 
On these pages are found thirty-five extensively itemized and col- 
umnarized forms. The double-page form devoted to “ employes 
and wages and salaries” contains seventy-four classified items 
with twelve columns following each. The last few pages are 
devoted to general information. On the back cover are forms 
for the oath of the officer in charge and for the President, Treas- 
urer, General Manager or Superintendent of the Respondent. 

The thoroughness with which this form for reports is pre- 
pared is a good indication of the extent of the supervision exer- 
cised by the New York Commissions, regardless of what the 
practical results may be. It shows also that the Commissioners 
have not confined themselves to the specific powers granted them 
by the statutes, but have made liberal use of the clause, “such 
other facts . . . as may be required by the Commission.” 
Thus in this case, as in most cases of supervision by commissions, 
the real effectiveness of the supervision depends not absolutely 
upon the specific powers and duties granted in the statutes, but it 
depends also largely on the seriousness with which the commis- 
sioners undertake their work and the extent to which they make 
use of the general grants of power often given them by the 
legislatures. 

But it would be practically impossible to obtain such reports, 
a specimen of which we have just examined, were there not 
carefully kept by the various concerns fairly uniform systems of 
accounts. Realizing this fact, both of the states which we are 
especially considering at this time, have in their recent statutes 
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given their commissions specific power to establish uniform sys- 
tems of accounts to be kept by public utilities. The New York 
Legislature has left the matter to the discretion of the commis- 
sions. The latter have, however, prescribed systems for the 
accounts of street railways and gas and electric corporations. 
In this, as in the matter of reports, the commissions are required 
to follow “as near as may be” those forms already established 
and prescribed by the Inter-state Commerce Commission. In 
Wisconsin the matter of forms of bookkeeping has not been left 
to the discretion of the commission. The law states that the 
commission “shall prescribe the forms of all books, accounts, 
papers and records required to be kept, and render its books, ac- 
counts, papers and records accurately and faithfully in the manner 
and form prescribed by the commission, and to comply with all 
directions of the commission relating to such books, accounts, 
papers and records.’’* 

The Wisconsin law states further that the accounts of any 
separate business transacted by the company or corporation, if 
required by the commission, must be kept separate from the regu- 
lar public utility business. This, of course, is for the purpose 
of clearness and to prevent confusion in results. Both states 
are specific in prohibiting accounts to be kept other than those 
prescribed by the commissions. In Wisconsin we find this clause: 
“No public utility shall keep any other books, accounts, papers 
or records, of the business transacted than those prescribed or 
approved by the commission.”+ In New York this prohibitory 
clause covers only “common carriers, railroads and street rail- 
ways,” and also recognizes the prescriptions of the Inter-state 
Commerce Commission. 

It should be noted that the New York Public Service Com- 
missions Act covers railroads, street railways, other common car- 
riers (such as express companies, car companies, sleeping car 
companies, freight companies, freight line companies, and other 
public conveyance companies), gas and electrical corporations 
and municipal light corporations.t 

The jurisdiction of the Wisconsin Commission extends ove 
“every public utility in the State.” Thus in Wisconsin the com- 

* Session Laws 1907, Chap. 499, Sec. 1797 m— 9. 

t Ibid., Sec. 1797 m— rr. 

Chap. 429, 1907, Sec. r. 
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mission has supervision not only of the railroads, street railways, 
interurban roads, express companies, telegraph companies and 
private car companies, but of other public utilities, including 
water, gas, electric light, heat, power and telephone companies. 
This makes in all 1,093 companies under the direct jurisdiction 
of this commission.* 

An interesting feature peculiar to the Wisconsin law is the 
direct delegation of powers to the commission to place a valua- 
tion, and at any time a re-valuation, upon all the property of all 
the public utilities. 

We may take the Wisconsin Commission as an example of 
what a good commission may do in the way of education in 
working in sympathy with the management of the various com- 
panies over which it has supervision. This Commission has sent 
out booklets from time to time explaining the general principles 
upon which the accounts to be kept were to be based. As a 
result “a considerable number” of the utilities adopted in advance 
systems of accounts which conformed substantially to those 
required later by the Commission. Thus the change is coming 
about somewhat gradually and with no great inconvenience to any 
company that is willing to fall into line. The Commission has 
carried on a voluminous correspondence explaining points re- 
garding details and classifications, and in some cases has sent 
representatives to aid in installing the new system. 

When the Commission began its work of gathering reports 
from the various utilities of the state two years ago a great many 
interesting facts were learned regarding the methods of account- 
ing and keeping of records in the public utility companies. The 
following taken from the secretary’s report not only throws light 
upon actual conditions in Wisconsin, but at the same time may 
serve to indicate something of what probably exists in many 
others states were the facts known: 


There are some companies which have kept a systematic and detailed 
record of their financial transactions which reflect the most advanced 
thought on the subject of public utility accounting, and their reports were 
easily analyzed, but they represent a small minority in the aggregate. 
Many utilities keep practically no record worthy of the name. , 
Revenues from all operating sources and non-operating revenues have tre 
quently been merged, while operating expenses are confused with con- 

‘a aes Sheets of the Second Annual Report of the Railroad Commission of Wis- 
consin, p. 

1797 m—s5 to 1797 m—7. 
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struction expenses, the accounts often being grouped more for convenience 
than to enable an analysis of results. The greatest difficulty was encount- 
ered in the separation of revenues and expenses by those corporations or 
municipalities operating two or more utilities, the general practice having 
been to credit all revenues to a single fund, from which all expenses were 
paid without regard to the department which occasioned them.* 

The lack of method in classifying accounts seems to have 
been common also among the municipally owned utilities. In 
most cases there was little distinction between the public service 
accounts and the city accounts. The public plants often received 
no credit for hydrant service or water for sprinkling service or 
electric current for street arcs or incandescents. It was reasoned 
that interest on the construction bonds, which interest the city 
paid, was fair compensation for these services. At the same 
time revenues and expenses of both the city and the utility were 
often mixed in the same careless way. It is needless to say that 
this lack of systematic discrimination between departments ren- 
ders anything like an intelligent comparison of relative efficiency 
with private enterprise practically impossible. 

When the commission began the preparation of a uniform 
classification of accounts for public utilities it found that the 
following “important considerations” prescribed and limited the 
scope of the work: “First, the purpose of such classification ; 
second, the method by which the product or service was rendered ; 
third, the great variations in the size of properties; and, fourth, 
the effect of the classification of accounts for one utility upon the 
accounts of other utilities, which might be operated by the same 
management and largely from the same premises.”’+ 

The secretary states that it was not simply a statement of 
earnings and expenses and a general balance sheet that was 
wanted. But it was rather “to determine the reasonableness of 
rates,” and, therefore, it was necessary to find the cost of each 
step of production and the final cost per unit. The cost of 
service was of primary importance. It was furthermore of im- 
portance to take into consideration the conditions, both physical 
and economical, under which the various plants worked, and also 
the differences among the companies as to kind of power used, 
combination of utilities, etc. For these reasons it was attempted 


to make the system of accounts as elastic as practicable. 

* Advance Sheets of the Second Annual Report of the Railroad Commission of Wis- 
consin, p. 36, 37. 

t Ibid., p. 31. 
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Besides the above considerations the variation in the size of 
companies made it necessary to prepare two separate schedules. 
The classification for the larger companies was termed “A” and 
for the smaller was termed “B.” The only difference was that 
the former schedule makes a more extensive division than does 
“B” of several of the more important classifications. Each com- 
pany must keep at least those accounts embraced in the schedule 
prepared for the class in which such company is placed. How- 
ever, if a company in the “B” class wishes to classify its accounts 
more extensively than the “B” schedule prescribes such company 
may adopt schedule “A.” Likewise any company in the “A” 
class may classify its accounts more extensively than prescribed in 
schedule “A,” the only restriction being that “in no case can any 
of the schedule accounts of one natural division be combined 
with those of another, so as to destroy the integrity of the gen- 
eral scheme.” 


As will be seen by a glance at the schedule sent out by the 
Wisconsin Commission, the Commission has entered into a very 
careful classification of operating expense accounts. The prin- 
cipal object in doing this, no doubt, is for the purpose of 
getting the various utilities of the state to use such a uniform 
system of accounts as to enable the commissioners to gather 
material sufficient for an intelligent and beneficial comparison of 
operating expenses, which comparison may be used as a basis for 
determining the justice and reasonableness of rates. In order to 
accomplish this purpose it is, of course, important that the com- 
panies distinguish carefully and consistently between operating 
and maintenance expense, on the one hand, and construction and 
equipment accounts on the other. With this in mind the latter 
accounts have been rather extensively enumerated in the schedule 
by the commissioners. 


Besides the schedules there is also sent out to the various 
utilities, “a text of instruction,” of some hundred pages, contain- 
ing detailed instructions, explaining the use of each classification 
and account in the schedules. With such instructions as are 
given in this pamphlet it should not be difficult for any person 
skilled in accounting and familiar with the peculiarities of his 
particular concern, to install readily such a system of accounts 
as prescribed by the Wisconsin Commission. 
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VII. Some Present NeEeps IN SUPERVISION. 


While there is, no doubt, reason for great diversity of opinion 
as to the methods by which supervision over accounting should 
be exercised, and while it may be an open question whether or not 
the majority of our states at present are exercising supervision 
wisely ; nevertheless, I believe that practically all students of this 
question will agree that what we need now in our state govern- 
ments is not less supervision, but rather more supervision and 
better methods. 


Instead of a great diversity of duties being thrown upon one 
state officer, or on a large commission with very few powers and 
very small salaries, the functions of the state governments should 
be better classified and concentrated into the hands of commis- 
sions of fewer members, of more extensive powers and authority, 
and with larger salaries. If numerous disconnected and unre- 
lated duties are heaped into the hands of a group of men with 
very little authority to make strict requirements and with an obli- 
gation to themselves to look elsewhere for their livelihood, it 
stands to reason that the services must of necessity be of a vary 
inferior quality. 

As we have tried to point out in the preceding chapters, intel- 
ligent and effective supervision over the accounting of some lines 
of activity has in some states been very well worked out and 
exercised. Along some lines and in some states, however, prac- 
tically nothing is being done. For an example of this we may 
remember how thoroughly and carefully most states are exercis- 
ing an examining power over certain classes of banking institu- 
tions, while in some states a great number of banks are absolutely 
without supervision of any sort as far as their manipulation 
of accounts is concerned. If we may in this paper presume to 
advocate any remedies for existing evils we would strongly urge 
either the abolition of all private banks or the extension of the 
scope of the state examining agents so as to include all banks, and 
all other financial institutions such as building and loan associa- 
tions and other similar concerns. 

Regarding steam railroads, it may be said that the supervision 
now exercised by our states, taken together with that exercised by 
the Federal Government through the Inter-state Commerce Com- 
mission, respecting accounting is fairly efficient in many cases. 
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Some commissions and officers with this function in charge, how- 
ever, are greatly hampered by the lack of authority granted them 
by the legislature. As is readily understood, it is practically im- 
possible to obtain reports of any considerable value for purposes 
of comparison so long as numerous and widely different systems 
of accounts are used by the companies. The state agents should 
have authority to require, as far as is practicable, uniform systems 
of accounting and uniform reports, both conforming as near as 
may be to those required by the Federal authorities. 

The lack of efficiency in state supervision over the steam rail- 
roads, since the Inter-state Commerce Commission exercises 
authority over such a large percentage of them, is not so apparent 
at present as that in regard to the interurban electric lines, street 
railways, and gas, electric lighting and water companies. These 
latter do not come so generally under the supervision of the 
Federal authorities. The utter lack of anything worthy the name 
of system in keeping accounts and records, which is so common 
among such a large number of these public utilities, certainly is a 
strong argument in favor of betterment in some way. Mr. Sey- 
mour Walton, a leading public accountant of Chicago, says: “All 
accountants who have had much to do with the affairs of electric 
railroads can testify that the majority of them are sorely in need 
of intelligent direction.”* . . . 

Mr. Walton points out that attempts made by the Street Rail- 
way Accountants’ Association have really failed in final results 
largely on account of the “inability of local secretaries to grasp 
the true significance of the principles involved in the literature.” 

The middle West, however, does not seem to be the only sec- 
tion of the country where better accounting methods are sadly 
needed in street railways. The experience of New York City 
during the last few years has awakened at least one state in the 
East to a realization of the need of: state supervision of street 
railway accounts, while a writer in the State of Washington re- 
ports that the “owners of the smaller and independent railway 
systems are still with one exception in a condition of heathen 
darkness on the subject of accountants and their works.”’} 

We believe that were these public utilities grouped together 
with steam railroads and placed under the supervision of a well- 
paid commission, clothed with comprehensive powers to exercise 


* Journal of Accountancy, Vol. 2, p. 71. 
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regular examinations and audits of accounts and to require uni- 
form systems of accounts and uniform reports, that we would be 
justified in expecting great improvements not only in the accounts 
of the future but also reduction of the expense of operation and a 
better basis for intelligent regulation of rates. 

Another large field in which there seems to be room for exten- _ 
sion of state supervision is that of the numerous industrial and s 
commercial corporations. Most states provide in their statutes 
that the stockholders, or a certain number of them, may have 
access to the books at certain times. 

Many states also require that “correct books of account of 
all business transactions shall be kept,” and that certain reports 
must be made to the stockholders when such is demanded by a a. 
certain number of stockholders. Furthermore, corporations a 
1 are often required to report to some state officer annually. For - 
example, the Illinois statute states that all corporations in Illinois 
shall once each year “report to the Secretary of State the location q 
of its principal officer in this State, with town, street and num- 
ber; the names of its officers with their residences, stating the 
town, street and number, with the date of the expiration of their 
respective terms of office; whether or not the corporation is pur- | 
suing an active business under its charter and the kind of business 
engaged in, if any, which said report shall be made under the seal 
of the corporation and shall be signed and sworn to by the Presi- 
dent, Secretary or other officer of the corporation.”* 

In New York all stock corporations except moneyed and public 
utility corporations must report annually as to the three following 4 
points: “1. The amount of its capital stock and the proportion if 
actually issued. 2. The amount of its debts, or an amount 
which they do not exceed. 3. The amount of its assets or an 
amount which its assets at least equal.”’+ 

In some other states the statutes are somewhat more extensive 
regarding industrial corporations than those referred to above. 
For example, in Massachusetts the corporations must report not 
only as to the amount of capital issued and authorized, names of 
shareholders, etc., but also as to assets and liabilities “in such 
form, with such detail and of such date as the Commissioner of 
Corporations shall require or approve.”’t 


*Hurd’s Revised Statutes, Chap, 32, Sec. 193. 
tIbid., Chap. 36, Art. II., Sec. 30. 
3 Revised Laws of Massachusetts, Chap. 110, Sec. 51. 
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Might it not be advantageous, both to the public in general as 
well as to the stockholders, if the state should require many indus- 
trial corporations to make more extended annual or semi-annual 
reports of their transactions and financial conditions? While it 
may be said that the ordinary citizen is often in great bewilder- 
ment when wading through an extended and detailed report of 
many of our great railroad corporations, yet, at the same time, 
it is better to err on the side of too great detail than to fail to give 
enough. For an example, the report of the Southern Pacific 
Railroad Company for 1906 contains seventy-six large pages of 
statistics and reading matter, while the report of the International 
Paper Company contains only four, two of which are very general 
in nature. 

Speaking of the report of the American Locomotive Company 
for the fiscal year ending June 30, 1906, a Writer in THE JOURNAL 
oF ACCOUNTANCY says: “But a great deal of information that is 
desirable from the standpoint of the intelligent stockholder is 
lacking, and what is given is presented in such a form as to leave 
the reader in grave doubts as to its import.”* On account of the 
brevity of the report and the prevalence of consolidated items it 
is out of the question for the reader to understand the real situa- 
tion by an examination of the balance sheet. Furthermore, in the 
profit and loss statement the various items of earnings and ex- 
penses are given in lump sums instead of being classified into the 
customary divisions. In short, “the report of the American Lo- 
comotive Company does not present the information in sufficient 
detail to enable the stockholder to form an approximately accurate 
judgment as to the efficiency and fidelity of the company’s man- 
agement, nor a quantitative judgment as to the final results.” 

Again in the Distillers’ Securities Corporations report for the 
same year there is little more than a statement of the financial 
results of the year’s operation, and even this statement is not cer- 
tified to by an outside authority. 

While it may not be at all practicable for the various states 
to require industrial corporations to conform to certain uniform 
systems of accounts, such as is now done by certain states with 
public utility corporations, yet it does seem that the state govern- 
ments might appoint officers or boards with powers somewhat 
more extensive than those of the Commissioner of Corporations 


* November, 1906, Thomas Warner Mitchell. 
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of Massachusetts, whose duties it would be to see to it that the 
different industrial corporations doing business in the state, or 
organized under the state laws, submit to a thorough audit con- 
ducted by skilled, professional accountants recognized by the 
state, and issue reports that are sufficiently detailed and extended 
as to give the stockholders and prospective investors an adequate 
idea of the efficiency of the management as well as of the real 
financial condition of the corporation. The desired result might 
be accomplished, it seems, if industrial corporations be required 
by the state to submit their reports to a state board and to receive 
from the board its sanction as to the form and extent of the report. 
In this case should a corporation submit a report that concealed 
rather than explained certain truths about the condition of its 
affairs the state agents could demand of the board of directors 
of the company that the report be so changed and extended as to 
bring out clearly to the stockholders and to the public the infor- 
mation which they have a right to demand. Should this be done 
it is reasonable to suppose that instead of having reports of trans- 
actions representing millions of dollars crowded into “two little 
pages” we would have statements of real usefulness to those per- 
sons interested in knowing of the company. 
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Our Critics. 
By ArtHurR Cuase, LL.B., C.P.A. 


Vice-President of the National Association of Certified Public 
Accountant Examiners. 


Some people are fond of cutting things out of the news- 
papers and saving them. The principal objection to this prac- 
tice, if followed continuously, I should think would be that in 
time one would have such an enormous lot of them. Still I 
make extracts occasionally and, mindful of the old adage that 
if one only keeps a thing long enough one will find a use for it, 
preserve them, and more than once they have, as people say, 
“come in very handy.” Here are a few that I have been accumu- 
lating during the past two years: 

“* The boy comes out of school and he can’t write an intelli- 
gent letter. His work is ungrammatical. It is illegibly writ- 
ten. Half of the words are spelled wrongly.’ A leading busi- 
ness man of Chicago, who stands high among his fellows, and 
presumably expresses a conviction that is general and not indi- 
vidual, is quoted as using such words of condemnation in a ‘quiet, 
confidential way,’ so the report has it. It is the old story. The 
charge often made finds added force when thus brought to at- 
tention again. Millions of dollars are being spent for instruc- 
tion in the schools. But when the products of these schools seek 
for means of livelihood they find themselves utterly unprepared 
even in the essentials ordinarily indicated by the words ‘the 
three Rs.’ If such a charge stands against the high-school gradu- 
ate, what is true of the thousands who get no further than the 
grammar schools? It is not true of Chicago alone. The same 
conditions are observed all over the country.”* 

President Nicholas Murray Butler, of Columbia University, 
commenting on a report concerning leading universities and the 
Carnegie Foundation for the Advancement of Teaching, says: 
“Some of the statements that have been published appear to be 
extracts from the last annual report of the Foundation, published 
several months ago, in which the problem of college admissions 


* Editorial, Chicago Tribune, 1909. 
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was discussed and facts stated as to the difficulty of applying 
rigidly any formal rule governing the admission of candidates 
in the present unsatisfactory state of American secondary edu- 
cation,” * 

“ Alarmed at the reported criticism of the ease with which 
Yale was entered, especially during the last few years, the uni- 
versity authorities, it became apparent to-day, have stiffened the 
requirements for entrance.” 

“ The study of the liberal arts fits men to profit by teaching 
they will receive in the other colleges. They will be all the bet- 
ter chemists, engineers, lawyers, bankers, because they have re- 
ceived a training in scientific theory or in language and litera- 
ture which has given them a wide outlook over the field of 
knowledge.’ 

“The large number of failures (in examinations for the 
diplomatic service) has been attributed to the severity of the ex- 
aminations, but the result has been to introduce into the service 
a body of capable young men.’’§ 

For conditions as to the West Point entrance examinations 
see my article in THE JOURNAL oF AccoUNTANCY for January, 
1909. 
The following quotation from a report of the meeting of the 
National Council on Medical Education indicates conditions of 
medical examinations : 

Said Dr. Chester Mayer, member of the State Board of Examiners 
of Kentucky: “ The evil of incompetent doctors turned out by inadequate 
schools strikes down to the roots of the educational system. Primary 
education oftentimes is a farce. I have taught students for years knowing 
only too well that they for the most part did not understand what I was 
saying because of the defects in their primary education. Yet these men 
will be coached for examinations and will pass them while they are 
almost entirely ignorant of the subjects in which they are examined.” 
Said Dr. Means, chairman of the judicial council of the Association of 
American Medical Colleges, who supported his statements with statistics 
revealing an extraordinary condition in the methods by which men are 
authorized with power over life: “Some men qualified as medical prac- 
titioners are deficient tn knowledge of bacteriology, chemistry, physiology, 
anatomy. I doubt if some could make a laboratory test for typhoid 
fever. I have written to twenty-five state boards, and I find that 58 


per cent. of the men who fail at their final examination pass on a second 
examination a few weeks after. In the few days intervening where did 


* Chicago Record-Herald, June 15, 1909. 
+ Chicago Tribune, July 12, 1909. 


¢ Extract from the speech of the Rt. Hon. James Bryce at the University of Wisconsin, 
June 14, 1908. 


§ Chicago Tribune June 7, 1909. 
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they get their knowledge? They did not get it. They are simply 
crammed with the answers to those questions which it was expected they 
would be asked, and they answered as parrots, not knowing what they 
were saying.” * 

A report of the meeting of the section on legal education of 
the American Bar Association bears similar testimony: 


Dean Harry S. Richards of the University of Wisconsin College of 
Law, and James Parker Hall of the University of Chicago Law School, 
were strong in their denunciation of the correspondence school. Mr. 
Hall classed it with mining scheme advertising. Both speakers also 
urged a three years’ law school training and one-year clerkship before a 
student be admitted to the bar. Judge Francis M. Danahar, of Albany, 
N. Y., speaking from the standpoint of the experienced lawyer, replied 
with a scathing criticism of modern law school methods and declared that 
the incompetence of many candidates for the bar after completing the 
course is appalling.+ 


In the St. Paul Dispatch of June 5, 1909, we catch a similar 
note in the editorial columns: 


The decision of President Northrop of the University of Minnesota, 
to advance the requirements of admittance into the College of Law at the 
University will be commended by attorneys, educators and litigants. Larger 
educational institutions throughout the country are adopting similar plans 
in all of the professions. A few years ago the country was filled with 
“diploma mills” which turned out doctors, lawyers, dentists and other 
professional men after one or two years’ courses. This system was car- 
ried on until in many states a diploma was meaningless. 


But says the Chicago Record-Herald in an editorial of July 
6, 1909: “The difference between these state examinations (in 
the term ‘these’ they include the accountancy examinations) 
and those for physicians and lawyers is striking in the extreme.” 
So it is, and until conditions are changed in these other profes- 
sions, we hope it will remain so. 

From East and West and South and North the same cry 
goes up—defective general education, insufficient technical train- 
ing. The New York C. P. A. law was passed in 1896, and two 
courses were open to the examiners, they could earn a little 
cheap popularity by establishing what the St. Paul Dispatch calls 
a “diploma mill,” or they might resolve that their examinations 
should rank with those of West Point, the civil engineers, the 
more recently established examinations for the diplomatic serv- 
ice or the finals of the English Institute. Any decision they 
might come to would be a momentous one, for it was practically 
certain that this legislation would spread all over the country, 
and their state would establish a precedent which other states 


* Chicago Tribune, April 30, 1907. 
t+ Chicago Tribune, August 24, 1900. 
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would be likely to heed. The examiners greatly to their credit 
decided wisely and well, and other states have followed their ex- 
ample. The consequence is that to-day the American degree of 
C. P. A. is something that is worth having and is known and 
respected all over the world. In the biil now before the House 
of Commons for the registration of public accountants it is pro- 
vided that among those entitled to registration under the act 
shall be members of societies of professional accountants incor- 
porated or duly constituted under the laws of the United States 
of America, membership of which is considered from time to 
time by the committee to be a proper qualification. 

When the laws had been passed in the different states, it was 
interesting to see what would be the character of the candidates 
who presented themselves. The great majority of the candidates 
have been, more or less, competent bookkeepers, often of very 
defective general education, and deriving their technical knowl- 
edge principally from a motley aggregation of “ crammers,” 
business colleges, correspondence schools, bookkeepers’ associ- 
ations, and desultory and ill-directed individual reading. Under 
these circumstances, if the examinations were worth anything, 
it was not likely that many would pass them; and I am very sure 
that those who did pass, well deserved to do so. 

Three specific charges have been brought against the exam- 
iners. First, that many of the examiners received their diplomas 
under the waiver clauses. In the London Accountant for March 
20, 1909, appeared a letter from which I take the following: 
“T understand that after a life of over twenty years there are 
still about 23 per cent of the members of the Institute of Char- 
tered Accountants in England and Wales not qualified by exam- 
ination, which qualification, after all, is at the best not to be com- 
pared to acknowledged practice, skill and reputation.” That, I 
think, is a sufficient answer to the first charge. 

The second charge is that the questions have often been un- 
suitable, and in support of this allegation we are told that busi- 
ness men have so characterized them. Now, I am not at all 
sure that a “business man” is ipso facto a competent judge of 
what a good accountancy question should be. The business man 
is not generally an accountant as professional accountants un- 
derstand the term. One evidence of this is the defective systems 
which not a few of them, themselves, tolerate. It is true many 
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of them know something about accountants, but then some of 
them have also a smattering of law. Are they because of that to 
go to the bar examiners and tell them what legal questions they 
should put? Mr. Ball, the ex-president of the English Institute, 
and himself an old examiner, said at Atlantic City last year that 
he was convinced the best questions to set were “bread and 
cheese questions.” I would rather on this matter have a few 
sentences of advice from a veteran like Mr. Ball than a homily 
a yard long from the business man. I submit that the real test 
is a comparison of the questions given in America with those 
prescribed in the examinations of the older societies in Europe. 
I challenge this comparison, and I say that judged by this stand- 
ard the American examiners have nothing to fear. It is no an- 
swer to this to say that here and there peculiar questions may 
have been interjected. This might happen in any series of ques- 
tions on any subject and, of course, is a most flagrant example 
of a non sequitur, as is also the assumption that because one ex- 
aminer paid what his critic thought undue attention to form, 
therefore all examiners pay what this critic might regard as 
undue attention to form. 

Third, it is charged that the examiners have been deliberately 
unfair in their markings with the object of establishing a mon- 
opuly. Now this is really a very odious charge, and I am very 
much inclined to think that it is legally libelous. Think for a 
moment what it means. A young man has worked hard fer 
these examinations; he goes in and fails. The whole course of 
his life may be changed by that failure. Why if this charge 
against the examiners were true, honorable men would burn 


“ To place in every honest hand a whip 
To lash the rascals naked through the world.” 


It is really difficult to swallow one’s indignation sufficiently 
to write calmly. But let us consider this. In all cases there is 
more than one examiner and they have to come to an agreement 
in their markings, so that an erroneous marking could hard!y 
be inadvertent. But say the critics, “ Look how many men fail.” 
Now the reasons why we think so many men fail are fully set 
forth in the first part of this paper. Once more, it is no argu- 
ment to say that because here and there even men who have 
been properly trained have failed, there is something wrong with 
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the examinations. This has happened everywhere again and 
ayain. Even in the case of the examinations of the English In- 
stitute, in spite of the educational qualification, in spite of the 
three to five years’ technical training in accountants’ offices, there 
is a failure of about 40 per cent over an average of five years. 


But say the critics, further, “ See how many men pass the 
legal and medical examinations.” The reason for this has been 
made partly apparent, but there is another side to the question. 
One, it is true, appeals sometimes to the legal and medical cri- 
terions, but then, naturally, one is thinking of the professional 
standards of the great European countries and of the best that 
the United States has afforded. When this is the case, we should 
bear in mind that medical and legal schools have been in exist- 
ence for centuries with methods of arduous discipline, with tra- 
ditions which are the growth of ages, and with an enormous pro- 
fessional literature at their service. To compare the means of 
training at the disposal of students in these professions with 
those existent for students in accountancy is absurd. 


It happens, too, that this charge of creating a monopoly, a 
cry very easy to raise nowadays, is a particularly foolish one in 
the case under consideration. Anyone can call himself an ac- 
countant, but not everyone can call himself a lawyer. There is 
a monopoly and no doubt a very necessary and proper one. As 
far as accountants are concerned, all the state can do is to say, 
‘We regard certain men as specially qualified and the public must 
make their choice.” 


But, perhaps, it will be suggested, “ You take these charges 
too seriously. Those who bring them merely mean them in a 
Pickwickian sense. In all English-speaking countries, and in 
none more so than in the United States, men holding public of- 
fice of any kind are subject to far-flung and reckless charges. 
After all it is nothing but what Lord Beaconsfield once called 
“the hare-brained chatter of irresponsible frivolity.’” But since 
this agitation began, it has been pointed out by more than one 
able writer in THe JourNAL or AccouNTANCY that there is a 
certain danger in this sort of thing. The particular form the 
danger assumes, in my mind, is that ill-informed legislatures, in 
order to appease ill-informed and mistaken individuals, may so 
tinker with the C. P. A. laws as to render them worthless for 
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the purpose for which they were passed, namely, to build up in 
the United States a body of professional public accountants sec- 
ond to none. If this unfortunate condition should arise in any 
state, then, I think, the American Association of Public Account- 
ants would do well to consider the advisability of inaugurating 
and establishing its own examinations under its own rules and 
regulations, following in this respect the example of the civil and 
mining engineers. Though this may be considered a last resort, 
we hope, however, that it will not be necessary to discuss it seri- 
ously, that the average legislator may be guided by his more 
experienced colleagues, and that no harm from this quarter will 
ensue. If our standards in the United States were to be perma- 
nently lowered, the result would simply be that the best account- 
ing work of the country would pass to foreign firms, and the 
opportunity of a career in a great and growing profession would 
be lost to the educated youth of the land. 

These are not the days for low professional ideals. I began 
this paper with extracts and I will end it with one or two more. 
The official register of Harvard University of May 12, 1909, in 
speaking of the new School of Business Administration there, 
says: “ Like the other Harvard professional schools, this school 
is open only to students whose education and maturity fit them 
to undertake serious professional study.” 

The bulletin of the University of Missouri of March, 1909, 
contains the same comment on the question of preparation in 
technical work: “ Efficiency in any purely technical subject can 
be acquired only by a systematic study of the principles under- 
lying the subject, followed by a long apprenticeship of practice 
under judicious criticism.” 

Not long ago Mr. H. G. Wells in a remarkable series of 
articles in the North American Review, reminded us that the 
future of the race would be, not in the hands of the coupon cut- 
ters, but in those of the scientists. 

The distinguished and revered President Emeritus of Har- 
vard, Dr. Eliot, in an address which appeared in the Educational 
Review for December, 1902, uttered these memorable words: 
“It is plain that the future prosperity and progress of American 
communities are hereafter going to depend much more than ever 
before on the large groups of higher trained men which constitute 
what are called the professions. Political agencies are becoming 
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secondary and subordinate influences. The real incentives and 
motive powers which impel society forward spring from those 
bodies of well-trained, alert and progressive men known as the 


professions.” 
Let us hear the conclusion of the whole matter—better genera! 
education, better and more extended technical training, sound 


advice to, and wise guidance for, future students. 
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Special Phases of Corporation Law. 


By CHARLES W. GERSTENBERG, LL.B. 


Ease of incorporation, security to investors, and facility of 
promotion of the capital stock of a proposed company are not the 
only considerations that are to be taken into account in the 
formation of a corporation. Laws insuring the careful manage- 
ment of a company, while allowing a wide range to enterprise 
and development, are to be sought for in the ideal incorporation 
and jurisdiction. Out of the many questions connected with 
corporate management that might suggest themselves, we will 
select the following for the purposes of this article: The power 
to borrow money and to incur debts, corporate meetings, voting, 
rights and liabilities of stockholders, qualifications of directors, 
governmental control and taxation. 


Power to Borrow MoNEY AND TO INCREASE DEBTS. 


In Arizona, a corporation may borrow as much as two-thirds 
of the amount of its capital stock, but the amount thus borrowed 
must, in no case, exceed a limit specified in the articles of incor- 
poration. 

In South Dakota the amount of corporate indebtedness must 
not exceed the amount of the capital stock; and the indebted- 
ness, in no case, is to be increased except on consent of a majority 
in value of the stock, procured at a meeting called on sixty 
days’ notice. 

In all the other states under consideration the amount of 
indebtedness is not limited. Some jurisdictions provide that 
fictitious indebtedness is void, but in this respect the statutes add 
nothing to the common law. 

Should the indebtedness be unlawfully increased in Arizona 
or South Dakota beyond the amount limited by statute, the act 
of incurring the indebtedness would be ultra vires and voidable, 
unless fully executed on one side by the advance of the money, 
in which case, under the United States decisions, the company 
would be liable for the amount of the loan. 

Large enterprises are promoted by the issuance of two forms 
of security, stocks and bonds. Oftentimes the latter are the more 
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important factor. We will do well, therefore, to examine the 
provisions of the statutes of the various jurisdictions as they 
affect the question of mortgaging of property as security for 
bonds. 

In West Virginia, New York and South Dakota the issuance 
of bonds by corporations is regulated by the statute. In Arizona 
and Massachusetts the power to mortgage property is not touched 
upon by the statutes, and corporations in those jurisdictions, 
therefore, may mortgage their property as individuals may, and 
the power is not reserved to the stockholders, but may be exer- 
cised by the directors. 

The same rule pertains to Maine, where the common law is 
reiterated by the statute. The power to mortgage property re- 
sides in the board of directors in New Jersey, but in New York 
and South Dakota the stockholders alone have the power, except 
that in South Dakota personal property for temporary loans may 
be pledged by directors, and in New York purchase money mort- 
gages may be executed by the directors alone. The stockholders 
holding two-thirds of the stock in New York corporations must 
assent to a mortgage. 

In Delaware bondholders may be given the same right as 
stockholders, and in New Jersey and New York bonds may pro- 
vide that they may be converted into shares of stock after two 
years from the date of their issue. In New York, however, con- 
version may not take place after twelve years after the issue of 
the mortgage. 

CorRPORATE MEETINGS. 


One of the most disagreeable incidents connected with cor- 
porate existence is the necessity for performing certain formal 
acts such as the mailing of notice and the publication of notice 
before a corporate meeting can have validity. In very large cor- 
porations with numerous stockholders, strict requirements are 
neither onerous nor undesirable, for the easiest way of communi- 
cating notice of special or regular meetings is that provided by 
the statutes, however strict they be. But in small corporations, 
it is often desirable to communicate the notice of meeting by 
telephone or by mail only, and to avoid the expense of publication 
in newspapers, especially when the only end to be accomplished 
by these formalities is mere compliance with the law. We will 
consider, therefore, the various statutory provisions regulating 
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the calling of corporate meetings and the place where they may 
be held. 

Notice of meeting, unless otherwise provided by statute, may 
be waived at or before the meeting. In the absence of statute, a 
waiver which takes place after the meeting is ineffective, for the 
meeting may be so treated by creditors, notwithstanding subse- 
quent waiver of insufficient notice or of total failure of notice. 

Many of the states have statutory provisions declaratory of 
the common law, but Delaware provides that notice of meetings 
may be waived before or after the meeting. In Arizona and 
New York the statutes are silent as to the place of meeting of 
stockholders, but the common law which governs in the absence 
of statute requires meetings to be held within the jurisdiction. 

In Delaware and West Virginia the by-laws may provide for 
meetings of stockholders to be held outside the state, while in 
Maine and Massachusetts the statutes declare that the meetings 
must be held within the jurisdiction. 

Stockholders’ meetings of South Dakota corporations may be 
held without the jurisdiction if the certificate of incorporation so 
provides. The laws of Pennsylvania are somewhat peculiar, and 
provide that meetings for the election of directors and meetings, 
the purpose of which is to pass upon a proposition to increase 
or decrease the capital stock, must be held within the state, 
while other meetings of stockholders may be held without the 
state if a majority of the stockholders or incorporators live out 
of the state. 

Directors’ meetings usually may be held within or without the 
jurisdiction, but, in some states, the by-laws must so provide. 

Where there are no provisions in the statutes as to notice of 
meetings a reasonable notice must be given. Arizona statutes 
are silent on this point, and the states of Delaware, Maine, New 
York and South Dakota are silent as to the kind of notice to be 
given directors. In the other jurisdictions under consideration, 
that is, Massachusetts, New Jersey, Pennsylvania and West Vir- 
ginia, notice of directors’ meetings is regulated by the by-laws. 
New York and South Dakota require publication in newspapers 
of notice of stockholders’ meetings. This question is regulated 
by the by-laws in corporations formed under the laws of Maine, 
Massachusetts, New Jersey, Pennsylvania and West Virginia; 
although in New Jersey twenty days’ notice is required for pro- 
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posed consolidation, and notice of proposed dissolution must be 
published in a newspaper once a week for four successive weeks ; 
and in Pennsylvania meetings held for the purpose of increasing 
or decreasing the capital stock are not valid unless on sixty 
days’ notice. In West Virginia, if the by-laws are silent, notice 
of stockholders’ meetings must be published once a week for two 
successive weeks. 


VorTING. 


The protection the minority can secure through cumulative 
voting is important enough to be considered before deciding upon 
the jurisdiction within which to incorporate. What is meant by 
cumulative voting is fully explained in the article on “ Procedure 
in Corporate Meetings ” in the August number of THE JouRNAL 
or AccouNTANCY. Cumulative voting is not a common law 
right, and where it is not extended by statute it could probably be 
enforced only if permitted by the charter or by a by-law acqui- 
esced in by all the members. 

The constitutions of the states of Pennsylvania, South Dakota 
and West Virginia, provide that cumulative voting must be 
allowed at stockholders’ meetings. In New Jersey and in New 
York cumulative voting is permitted only when the laws so pro- 
vide. The question is to be regulated by charter or by-laws in 
Arizona and Delaware, and by the by-laws in Maine. Massa- 
chusetts has no statutory provision. 

Voting by proxy is often indispensable if the stockholder is 
to have a voice in the affairs of the company. The man of 
large interests who cannot, on account of other business, attend 
a meeting will at least want to be represented. On the other 
hand, stockholders in order to carry out a definite policy or to 
lend power to a certain man or class, will want to delegate their 
powers. These ends are accomplished by proxies. Proxy vot- 
ing was not permitted by the common law but the right to vote 
by proxy is now generally given by statute; indeed proxy voting 
is permitted under certain conditions by each of the nine juris- 
dictions now under consideration. In South Dakota and West 
Virginia the question is to be decided by the by-laws, and in 
Arizona by the charter or by-laws. A proxy given by a stock- 
holder in a Pennsylvania corporation is good for two months, 
in a Massachusetts corporation for six months, in a New York 
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corporation for eleven months (unless the proxy state some 
definite time for its duration), in New Jersey or a Delaware 
corporation for three years, and in a Maine corporation it is 
good for one meeting and must be executed within thirty days 
of that meeting. A general power of attorney will be good as 
a proxy till revoked, under the laws of Maine. 

Proxies are generally revokable. If they purport to be other- 
wise they give rise to what is generally known as voting trusts. 
This subject is discussed in the article on “ Procedure in Cor- 
porate Meetings” in the August number of THE JouRNAL OF 
AccounTANCy. In New York only are voting trusts mentioned 
in the statutes, and there they are expressly permitted. They 
must, however, be formed under an agreement open to all stock- 
holders, and must not terminate later than five months from the 
date of execution. In five jurisdictions, viz., Arizona, Delaware, 
Maine, South Dakota, and West Virginia, the subject is wholly 
unsettled, having never been the subject of legislation or of 
adjudication. Massachusetts and Pennsylvania courts hold oppo- 
site views, the former holding voting trusts generally valid, and 
the latter holding them generally void. In New Jersey voting 
trusts are permitted if intended to endure for a limited time, 
and for the purpose of carrying out a definite plan of manage- 
ment. The decisions in that state however are difficult to recon- 
cile, and the courts were almost evenly divided in arriving at 
them. The best that can be said of the question as far as New 
Jersey is concerned is that the law is unsettled and, therefore, 
very unsatisfactory. 


RIGHTS AND LIABILITIES OF STOCKHOLDERS. 


If what has already been said of the statutes and decisions of 
the nine jurisdictions has seemed superficial, what can be said 
within the limits of this article on the rights and liabilities of 
stockholders must appear almost futile. A multitude of functions 
and powers are possessed by the corporation, both in internal 
management and in external relationship. To enumerate the 
most important only, we may name, changing the corporate 
articles, changing the by-laws, increasing or decreasing the cap- 
ital stock, selling and leasing corporate property, in whole or 
in part; merging or consolidating with other corporations and 
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dissolving the corporation. Whether these powers can be exer- 
cised by the stockholders is one question; whether they can be 
delegated is another; and finally the method of exercising them 
and the proportion of stock or membership interest necessary to 
bring about action is still another. Now all the jurisdictions do 
not agree on any one of these questions. Some powers are 
granted by some jurisdictions and denied by others, while still 
others may make the powers contingent on by-laws or charter. 
But the intricacy of corporate law does not end here, for the 
confusion is twice confounded by the rules regulating quorums 
and the proportions of stock to carry various motions. Is a cer- 
tain power to be exercised by a majority of a quorum, by a ma- 
jority of all the stock issued, or by a majority of the entire cap- 
ital stock? Indeed, the problem is not ended here, for statutes 
of several jurisdictions have a distinction between the kinds of 
meetings at which certain classes of action can be taken, holding 
for instance, that consolidation may be considered only at a 
meeting called for that particular purpose, while change of by- 
laws may be made at any regular or special meeting. And if 
the almost infinite variety that can be produced by the permuta- 
tions and combinations of all these factors, is not sufficiently con- 
fusing, infinitely may be approached another step by adding the 
factor of the form of vote necessary to carry different motions, 
i. e., Whether by ballot, whether by subscription to a formally 
written resolution or by some other prescribed form. 

While the writer does not confess being daunted by the task 
of analyzing and classifying the statutes as they bear upon the 
question of stockholders’ rights and liabilities, he does fear that 
his readers would find little substantial gain from any analysis 
that was not strictly a tabulation. 

Out of the multitude, however, we will select one simple ques- 
tion that ought always to be inquired into by promoters or stock- 
holders before taking up with corporations in certain jurisdic- 
tions. I refer to the question of financial liability beyond that 
always imposed to pay up balances on subscribed stock. In Ari- 
zona, for instance, limited liability must be provided for in the 
charter or the stockholders will be liable for corporate debts in 
proportion to their holdings. In Massachusetts, New York and 
Pennsylvania stockholders’ individual property is liable for wage 
or labor debts. 
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DIRECTORS. 


The only question we will consider here is the qualifications 
of directors. Do directors have to hold stock, and must one or 
more be a resident of the jurisdiction? In Arizona, Maine and 
Massachusetts directors may all be non-residents. In South Da- 
kota one director or an officer must be a resident. In Pennsyl- 
vania at least one-third of the directors must be residents, and in 
New York, New Jersey and Delaware at least one director must 
be a resident. In West Virginia, if the matter is not otherwise 
provided for in charter or by-laws, all directors must be resi- 
dents. 

The statutes of Delaware, Maine, New Jersey and South 
Dakota require that directors be stockholders. The statutes of 
New York, Massachusetts and West Virginia are to the same 
effect, except that they permit the question to be decided other- 
wise by the by-laws. In Arizona and Pennsylvania directors 
need not be stockholders. 


REPORTS. 


A decided disadvantage of the corporate form of business 
is the necessity for making and filing reports. The inconvenience 
and expense of compiling the report is not nearly so serious as 
the concomitant disadvantage of disclosing the business affairs 
of the enterprise. 

Arizona stands out as the most favorable jurisdiction in this 
respect, for it is almost entirely free from governmental control. 
In all the other jurisdictions tax reports are required, Massa- 
chusetts requiring a tax report to the town assessor of every 
town in which a stockholder resides. Delaware, Maine, New 
Jersey and South Dakota are not exacting in their requirements 
as to reports. New York corporations have to make detailed re- 
ports on request. Pennsylvania and West Virginia are not 
favorable. 


TAXATION. 


The subject of taxation of corporations is often dismissed, 
especially by clamorers for the privilege of incorporating one’s 
business within the clamorer’s jurisdiction, with the statement 
of the amount of tax exacted for the privilege of doing business 
as a corporation, that is, the franchise tax. It must be remem- 
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bered that other taxes are also often levied. These other taxes 
must always be taken into consideration especially where it is 
necessary or desirous to own and hold property within the incor- 
porating jurisdiction. Taxes on realty and personalty vary, of 
course, from jurisdiction to jurisdiction, and in most cases from 
year to year. Special taxes for special purposes, e. g., on the 
transference of shares and on the inheritance of property, should 
also be taken into account. Local taxes in most states are the 
same for corporations as for individuals and are levied at the 
place of the principal office. 

The following table will give some idea of the amount of 
franchise tax to be paid in the various jurisdictions. This table 
must be read in connection with the following statements only: 


In New York the law is very complicated and the figures 
given represent the tax on a corporation whose entire assets are 
employed within the state. It is also presumed that the cor- 
poration is paying 6 per cent dividends. No franchise tax is 
levied on corporations all of whose assets are without the state. 
Certain deductions are made for mining, manufacturing and 
laundry corporations employing a certain proportion of their 
property within the state. 

In West Virginia the franchise tax varies arbitrarily and an 
arbitrary decrease in the amount is made for resident corpora- 
tions. 

Pennsylvania bases its tax on the actual value of the entire 
capita] stock, the rate being five mills per dollar. 

The method of computing the tax in Massachusetts is involved, 
and the figures given in the table represent the minimum com- 
bined local and franchise taxes to be levied on any corporation, 
the basis of computation being on the market value of the cap- 
ital stock. 

In Delaware and Maine the tax is based on the authorized 
capital stock, while in New Jersey the basis is the amount issued 
and outstanding. New Jersey has certain exemptions in favor 
of mining and manufacturing companies, and Delaware in favor 
of the same kinds of companies in addition to mercantile cor- 
porations. These exemptions are granted only when property 
is employed within the state, the purpose being to stimulate and 
promote local industries. 
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No franchise taxes are levied in Arizona or South Dakota. 
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EDITORIAL 


Theory and Practice in Accounting. 


Dr. Duncan’s article in the September issue of THE JOURNAL 
or ACCOUNTANCY is a good example of the difficulties involved 
in attempting to outline a theoretical practice of accountancy 
based on certain defined principles and not upon every-day facts. 
It is true that the every-day accountant is expected to show that 
he has mastered certain elementary principles, such as the differ- 
ence between capital and revenue, but the relation of those ele- 
mentary principles to the practice are much the same as is the 
relation of the high school certificate required as a preliminary 
to the C. P. A. examination to that examination itself. 

The practice of accountancy may be described as the appli- 
cation to business problems not only of these elementary princi- 
ples, but of general business experience and common sense. It 
has often been said that there are no principles of accountancy, 
and that somewhat startling statement is entirely true in the sense 
that no two sets of business conditions are exactly alike, and 
consequently no precedents derived from previous cases exactly 
fit a new case. Each case must be considered and determined on 
its merits. 
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A good deal has been said and written about the proper or- 
der in which assets and liabilities should be stated in a bal- 
ance sheet, and discussions of this subject are frequently carried 
on to the entire exclusion of the real essentials which are not 
whether items A and B are placed in their proper order of se- 
quence according to some theory or other, but whether items A 
and B, and all the other items, in whatever order appearing, are 
correctly described, and whether the balance sheet as presented 
correctly sets forth the true financial condition of the concern. 
It is obvious that this latter all-important condition may be ful- 
filled in many different ways, and as a rule in practice the ac- 
countant has no right or power to insist on one method in pref- 
erence to another. The theory as expressed in Dr. Duncan’s 
article, that the assets shall be shown in the order of their ease 
of realization and the liabilities in the order of their claims for 
settlement, is a good one upon which to bring up a student, and 
may be considered as a sound elementary principle; but the stu- 
dent will soon find that it is not an essential principle when it 
comes to certifying a balance sheet. 

Dr. Duncan takes exception to an editorial in THE JoURNAL 
criticising his conclusion that an incoming partner is deceived 
by the rascality of the present partners because they do not charge 
salaries to themselves as an expense of the business before ascer- 
taining the profits. If he had a wider experience in business Dr. 
Duncan would know that it is quite exceptional in a private part- 
nership to pay salaries to the partners, and that even in a cor- 
poration the salaries paid to the managers when they are also 
the principal stockholders are frequently merely nominal and 
have no relation to the value of the services given. Consequently 
as a matter of business it would be necessary for the incoming 
partner to specify clearly whether the term profits used in his 
contract was intended to mean the actual profits made by the 
business as a business or the balance of profits remaining after 
deducting a portion to represent interest on capital employed and 
salaries allowed to partners managing the business. In other 
words, the incoming partner is made to pay a stiff price, not 
by reason of the other man’s rascality, of which there is no evi- 
dence whatever, but by reason solely of his own ignorance of 
business methods and procedure. Throughout the whole of Dr. 
Duncan’s article there is evident the attempt of a man of science 
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to convert a thoroughly practical profession into a theoretical 
one, tied and bound by definitions, every one of which in a few 
years will be rendered obsolete by the ever-changing needs of 
modern business. 

It is true that there is need for more exact definition of cer- 
tain terms in common use in connection with accountancy; but 
as long as these terms are in common use not only among ac- 
countants but among business men, more than an agreement 
among accountants is necessary. This is shown most clearly by 
the corporation tax muddle, which has arisen very largely from 
an erroneous use by eminent legal authorities of accounting 
terms that have not only been employed for years among ac- 
countants with a definite meaning, but have also been adopted 
finally in that standard published work on terminology, Lisle’s 
“Encyclopedia of Accounting.” 

In criticising examiners Dr. Duncan has fallen into the 
error of confounding examiners with teachers. It is the teacher’s 
province to show students wherein they have failed, and 
the examiner’s work is surely finished when he has marked 
the student’s work and determined whether or no he has fulfilled 
the requirements of the board. His duties are sufficiently onerous 
as it is, and if to them be added the duty of informing each indi- 
vidual candidate wherein he has failed, which questions he has 
answered incorrectly, and what the correct answer should have 
been, it will be next to impossible to get men of experience and 
ability to accept the position at all. 

The examiners in some states, if not in all, do specify certain 
text-books as those which students should study; the difficulty is 
that text-books are few and practice is keeping ahead of the text- 
book all the time. The real difficulty would seem to be the at- 
tempts by students without any practical experience to pass an 
examination which is necessarily based more upon practice than 
upon text-books. This difficulty will only be met when all the 
states recognize as a few, notably Minnesota, have already done, 
that several years’ practical experience in an accountant’s office 
is a necessary preliminary to successfully passing an examina- 
tion; and, further, that success in the examination is only a pre- 
liminary step to the successful practice of the profession. 

This is the real lesson which accountancy in this country has 
yet to learn, and the book from which it may be learned is open 
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to all in the history of the last twenty-five to fifty years of the 
profession in England and Scotland. By adopting and benefiting 
by the experience of their predecessors in the mother countries 
accountants here may elevate their profession to heights as yet 
unthought of. 


Trustworthiness of American Accountants. 


In another column a correspondent takes exception to a de- 
rogatory statement of a New York bank president with regard 
to the trustworthiness of American accountants. Evidently our 
correspondent is very patriotic in his comparative estimate of 
both the ability and of the ethical quality of English and Amer- 
ican accountants. We decline to express any opinion on this deli- 
cate question, but we certainly do hope that the time is not far 
distant when it will not even be raised, the American public fully 
recognizing that accountancy is a profession, that its practition- 
ers, whether English or American, are well educated, thoroughly 
trained men, and that their ethical standards, both in theory and 
practice, are as high and exacting as those of the older profes- 

. sions of law and medicine. 

We regret, however, to be obliged to admit that the opinion 

casually expressed by the New York banker will probably find 
endorsement among many prominent business men in the United 
States. For reasons which we need not give in detail, prominent 
among which is the newness of the profession, the average Amer- 
ican accountant cannot reckon public good will and confidence as 
one of his most important professional assets. Too often and in 
too many parts of the country he is obliged not only to educate 

the business public as to its need for his services, but also to demon- 

‘ strate by the superior quality of his work that he has the proper 

; training and character for its execution. It has taken generations 

for the British accountant to win his standing with the public; 

the American accountant need not feel discouraged because after 

a decade or two of effort he has not risen to the same height. 

The London Accountant, referring in its issue of September 
4, to the report of the Committee of the American Association on 
“ Professional Ethics,” comments pertinently on the topic we are 
discussing as follows: 
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“ Rightly or wrongly, there can be little doubt that there is 
still a very fairly general feeling on the part of the American 
public in favor of British professional accountants, rather than 
American practitioners. This is a prejudice that the latter may 
well hope to overcome eventually by patient well-doing, but they 
can hardly afford to look with equanimity upon any movement 
which tends to increase the number of so-called accountants in 
the states claiming to be qualified British accountants ; more par- 
ticularly if they feel that the new-comers are for the most part 
possessed of qualifications inferior to their own. 

“Tt would almost seem as though the committee was at the 
time of making its report acquainted in general terms with the 
probable contents of the Professional Accountants Bill now be- 
fore Parliament, for it is pointed out that the bill would contain 
provisions enabling duly qualified American practitioners desir- 
ous of practicing in the United Kingdom to obtain facilities for 
registration as professional accountants, and it is suggested that 
the profession in the states should combine in favor of legislation 
upon reciprocal lines. If a federal act could be secured to regu- 
late the profession of accountancy in the whole of the United 
States, we think it would be greatly to the advantage of the pro- 
fession as a whole; but, apart from that, we see a certain method 
in its advocacy of reciprocity, in that, while extending the hand 
of welcome to all duly qualified and accredited British practition- 
ers, it would require them to practice in the states as certified 
public accountants, and not as chartered accountants—a proceed- 
ing which would, doubtless, to some extent level matters up, and 
make it more difficult for the American public to exercise its 
admitted preference for the British practitioner. We must con- 
fess that this seems to us to be a quite reasonable proposition. In 
any country, or in any state, the practice of all professions should 
be subjected to reasonable regulations in the interests of the pub- 
lic; and although it would be foolish in the extreme to attempt 
to balk the public if they evidence a distinct preference in favor 
of the foreigner, clearly it is primarily the duty of every govern- 
ment first to consider the interests of its own citizens. Hence, for 
what it is worth, it is only reasonable to suppose that sooner or 
later steps will be taken which will at least not facilitate distinc- 
tions of nationality which hitherto have not proved to be to the 
advantage of the native practitioner.” 


It is hardly necessary to state that from legislation alone, 
whether state or federal, the accounting profession of the United 
States cannot get the uplift that is desired and deserved. As the 
London Accountant observes, the American practitioner can over- 
come the prejudice that exists here and there only by “ patient 
well-doing.” At the same time, all accountants who have the 
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welfare of their profession at heart should co-operate vigorously 
with the members of the American Association in their efforts to 
suppress unworthy competition, undignified advertising and other 
practices which, though tolerated in business, are degrading in 
a profession. 


Minnesota C. P. A. Act. 


The Minnesota State Board of Accountancy has issued in con- 
venient and attractive form a copy of the act creating the board 
and describing its powers and duties. We have also received 
copies of the blanks to be filled out by candidates for examina- 
tion and a circular containing clear instructions with regard to 
the nature of the information which candidates must file with the 
board. 

The Minnesota act differs from the laws of some other states 
in its requirements with respect to the preliminary education of 
candidates. This must be equivalent to a high schoo! education 
and must have been obtained at least three years prior to the 
date of the C. P. A. examinations. Since the law requires that 
candidates must have had three years’ experience as a public 
accountant, either independently or in the employ of some other 
person, it is assumed that satisfactory experience cannot be ob- 
tained until after the candidate’s preliminary education has been 
completed. As a rule this assumption will be found in harmony 
with facts and should be enforced, particularly in the case of 
young men; but there are exceptions to all good rules and the law 
quite properly provides that the board may in its discretion 
“waive the preliminary examination of an applicant who in its 
opinion has had a general education equivalent to that which may 
be prescribed by its rules and is otherwise qualified.” 

The liberality of the Minnesota act in its attitude toward ac- 
countants holding certificates from other states or foreign coun- 
tries is to be commended. Under the act a certified public ac- 
countant of any other state or a chartered accountant from Can- 
ada or from the United Kingdom, if the Minnesota board finds 
that his degree is based upon requirements equivalent to those of 
Minnesota, may receive from the board a Minnesota certificate. 
This comity among accountants is certainly to be encouraged. 
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Editorial. 


Apropos of the discussion that has been going on in the columns of 
this JourNaAL regarding some of the evils of our present system of ex- 
aminations for certified public accountants, a correspondent from In- 
dianapolis calls our attention to the evil of poorly prepared examinations 
for the many positions in state and municipal public service for which 
accountants are needed. One of the laws passed at the last session of the 
General Assembly of Indiana (1909) provided for the appointment of a 
“State Board of Accountants,” and a uniform system of municipal rec- 
ords. The first examination for the appointment of Field Examiners, 
under the provisions of this law, was held at Indianapolis on September 
28 and 29, 1909. Although the duties of the Field Examiners will require 
them to audit the accounts of all public institutions as well as municipal 
records, the board seems to have ignored almost entirely the important 
qualifications of an accountant. 

The entire list of one hundred questions, which were asked at the exam- 
ination, is before us and we cannot find one which would test a candi- 
date’s knowledge of auditing or practical accounting. Practically all 
the questions are framed to find out whether or not a candidate had a 
knowledge of the organization of the state and municipal government. It 
is impossible to give the entire list, but here are some of the most impor- 
tant and representative questions asked: 


How are Field Examiners paid? 
Who collects the fines assessed for violation of criminal statutes and 
city ordinances in cities of the first, second, third, fourth and fifth 
classes? 
Name the state, county, city and town officers, and their respective 
duties with reference to the collection and disbursement of moneys. 
How are revenues raised to carry on state, county, city and town 
government ? 
How many counties in Indiana? 
_ Give name and location of the state’s penal, benevolent and educational 
institutions. 


The recent realization of the importance of introducing proper sys- 
tems of accounts in state and municipal departments, of which the law 
above referred to is an expression, marks a most important movement 
in our state and local government. Like all new tendencies, it will be 
judged by the results it brings at the start. It is important, therefore, 
that thoroughly qualified men be chosen for the initial work in this field, 
and examinations like the above are a poor criterion for picking qualified 
accountants. 


Our attention has been called to an error in the summary of the 
report of the American Public Accountants’ Committee on Standard 
Schedules for Uniform Reports of Municipal Industries and Public Service 
Corporations, which was published in the May number of THe JourNnat. 
The estimated life of engines, pumping machinery and wood pipes is there 
given as five years. It should read twenty-five years. 
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An Open Letter on the Corporation Tax Bill. 


In a pamphlet, containing the correspondence regarding the Corpora- 
tion Tax Bill, which passed between Attorney-General Wickersham .and 
several well-known firms of public accountants in New York City, and 
which appeared in the July and August issues of THe JourNAL or Ac- 
COUNTANCY, the following letter has been sent to all members of the 
American Association of Public Accountants, by the Executive Com- 
mittee : 


Since the enactment of the short-lived Income Tax law of 1894, per- 

haps the most important Federal legislation in its bearing upon the 
accountancy profession is found in the Corporation Tax law passed at the 
last session of the Congress. In view of the necessity of every public 
accountant familiarizing himself with the provisions of this law so that 
he may assist and advise his clients relative thereto, and especially 
because of the somewhat vague phraseology and altogether unusual pro- 
visions of the act, your executive committee has decided to address each 
member of the Association in the hope that a careful study of the law 
may be promoted, and possibly some interest developed looking to an 
amendment of the act during the early weeks of the Congress that 
assembles in December next. 

Important legislation is usually enacted by Congress only after careful 
consideration and full discussion in both the House and Senate, and fre- 
quently upon the stump and by the press. The Corporation Tax Law did 
not run the gauntlet in this manner. In a few short weeks after its first 
appearance as an amendment to the tariff bill it became a part of the law 
of the land. Even in the brief time devoted to its consideration but 
little attention seems to have been paid to the provisions of the law 
relative to the method of determining the amount upon which each cor- 
poration is to be assessed. Lack of time no doubt prevented trade, eco- 
nomic and accounting bodies from making themselves heard upon the sub- 
ject, but it is gratifying to note that a number of the prominent members 
of our Association did promptly address the Attorney-General, calling his 
attention to the difficulties that would be encountered in administering the 
act. The correspondence thus begun did not effect any material change 
in the then proposed law, but it did serve to bring into a clearer light the 
intentions of the framers of the bill. Because if its importance in this 
respect, the entire correspondence, together with the text of the Cor- 
poration Tax Law, is attached hereto. 

It should be noted that the members of the Association who addressed 
the Attorney-General did so in their private capacities, only because it 
was impracticable to get action taken by the American Association officials 
in time to reach Washington before the passage of the bill. The_presi- 
dent of the Association was in Europe oh other members of the Execu- 
tive Committee were away on vacations, therefore, after full discussion, 
it was decided to present the matter to the Attorney-General at once in 
the only form available. 

It is evident that the Corporafion Tax Law was passed by Congress 
without sufficient consideration having been given to it to ensure a 
proper regard for the business, economic and accounting principles in- 
volved. The constitutionality of the act will no doubt be determined by 
the courts in due course, but in the meantime as members of a professional 
body, representing very extensive business interests that are affected 
by this law, we may properly object to and urge the amendment of any 
feature of the law that is ambiguous, or which makes the law impracti- 

cable. Such is evidently the case in the second paragraph of Section 
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38, viz.: “all the ordinary and necessary expenses actually paid within 
the year out of income in the maintenance and operation of its business 
and properties.” This requirement necessarily brings up questions of 
inventories which are very serious. It will be impossible to comply with 
the law as it reads, and estimates must necessarily be introduced of the 
cost of stock bought for expense purposes as against capital purposes. 

The Corporation Tax Law as elucidated by the Attorney-General is 
a curious blending of the archaic and modern. Accounts prepared under 
rules of court in this country are quite generally stated upon a basis 
of cash receipts and disbursements, and a survival of this ancient method 
is found in many governmental accounts. The receipt and payment 
of cash is, however, only one process in the course of business transac- 
tions and the commercial world has long since passed the time when an 
account prepared upon this basis can be accepted as a complete statement 
of financial position or results. It is true that the act (and the Attorney- 
General in the correspondence referred to) does not use the term “ cash” 
and it can be argued ingeniously that the words “ received” and “ actually 
paid” as found in the law refer not necessarily to cash, using that term 
in its ordinary commercial sense, but to a transfer of an asset or the 
assumption of a liability. In that case the theory of the act would be 
in accordance with that laid down by the accountants and the question 
remaining would be merely one of lucidity. The Attorney-General how- 
ever states in his letter of July 12: ‘‘ You contend that this should be 
changed to read ‘expenses incurred’ * * * The words ‘actually 
paid’ were used advisedly. The theory of the framers of the bill in this 
respect differs from that which you advocate.” 

In the light of present information, therefore, it may be assumed that 
the return to be made by corporations for purposes of taxation under this 
law must be based upon cash receipts and disbursements, taking into 
consideration the purely modern item of depreciation and other matters 
specified in the act. 

It is interesting to note that this method of determining a basis of 
taxation is apparently original with the framers of this law. Taxes are 
assessed in numerous ways but we believe this law is the only one in any 
English speaking country that attempts to levy an income tax upon the 
difference between cash receipts and disbursements. It is common 
enough to assess corporations upon their gross earnings or upon their 
net income or profits. The Income Tax Law of 1894, and we believe its 
predecessor of 1862, assessed gains, profits and income, and the Income 
Tax Law of Great Britain also assesses upon the basis of profits. 

The Corporation Tax Law is therefore different in this important 
respect from any of the laws that might be expected to serve as Boal 
tern. The Attorney-General does not advance any reason for this radical 
departure further than that the framers of the bill adopted a theory 
different from that followed in well known precedents. 

It is obvious that the peculiar provision relative to the basis of taxa- 
tion found in the Corporation Tax Law places a great and altogether 
needless burden upon the corporations of the country. In their letter to 
_the Attorney-General under date of July 21 the accountants show clearly 
some of the difficulties that will be met with from the corporations’ stand- 
point. There is however another effect that should receive the attention 
of members of Congress, and that is, the certain loss of revenue to the 
government that will result from this form of assessment. The difficul- 
ties placed in the way of making a correct return will very naturally in 
all cases of doubts be resolved by honest corporation officials in their own 
favor, while unscrupulous men will find it an easy matter to make a 
return that will enable them to evade the payment of the tax in whole 
or in part. 

Taxes upon incomes have always proved to some extent difficult of 
collection, but the history of the Income Tax in England proves con- 
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clusively that so far as corporations are concerned, an income tax law 
can be framed and administered in a manner that is equitable to the gov- 
ernment and not unreasonably burdensome to the corporations. 


It is therefore the judgment of your executive committee that mem- 
bers of Congress should be urged to give favorable consideration to 
amendments to the Corporation Tax Law, and if steps are taken promptly 
to this end, it ought to be possible to secure the passage early in the 
Congress which meets in December next of such amendments as would 
remove the present objectionable basis of taxation and put in its place the 
proper method of a tax upon net profits or income. 

We believe that in the interests of the public the members of our 
Association should use every effort to arouse a sentiment throughout 
the business community in favor of the modifications above suggested. 

Will you therefore give this subject your thoughtful consideration, 
and if you agree that the Corporation Tax Law should be amended, 
kindly co-operate by urging these views upon your Senator and Repre- 
sentative in Congress, and by bringing the matter to the attention of your 
clients and business acquaintances ? 

We would also be glad to have from you an expression of your views 
as to any further action you think should be taken by the Association 
or its officers. 

By order of the Executive Committee. 

J. E. Srerrett, 
T. CuLLEN Roperts, President. 
Secretary. 


Corporation Tax Summary. 


Haskins & Sells, of New York City, have issued a concise and con- 
venient “ Summary of the Principal Features of the Federal Excise Tax 
against Corporations, etc.,” together with a reprint of section 38 of the 
Tariff Act. This section is liable to make business for both lawyers 
and accountants during the coming months. In a circular letter the firm 


comments as follows on the law: 


The language of the law cannot be reconciled with any proper record- 
ing in the form of accounts of those factors which necessarily enter into 
the ascertainment of net income, as it is generally understood, earned 
in any year. Especially is this so in the case of corporations whose 
operations require materials and supplies that are not used or consumed 
concurrently with their purchase, also in the case of corporations 
engaged in the purchase of raw materials, their manufacture, and the 
sale of the product. The law undertakes to sever the natural relation 
which exists between proceeds from sales and cost of goods sold. 

It seems desirable to obtain from the Commissioner of Internal Rev- 
enue, as soon as possible, interpretations and rulings as to what will be 
required in the returns for the year ending December 31, 1909, to the 
end that the reconstruction of accounts or the compilation of data may 
be completed in time to avoid penalty. 
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C. P. A. Requirements. 


The New York State Department of Education has recently issued a 
very handy booklet, giving at a glance the statutory requirements for the 
practice of certified public accounting throughout the United States. There 
are four distinct lines of statutory requirements: (1) Preliminary educa- 
tion; (2) professional training; (3) licensing test; (4) registry. These 
four items with (5) the title of the executive officer and the administrative 
board, for those states which have adopted legislation on this subject, are 
given uniformly in this synopsis, which we are here republishing for our 
readers. If there are no statutory requirements, the word sone covers 
the item: 


CALIFORNIA—(1) None; (2) none; (3) examination; (4) with the 
board annually; (5) secretary State Board of Accounting, Thomas E. 
Atkinson, 340 Sansome Street, San Francisco. 

Cotorapo—(1) Graduation from a high school or an equivalent educa- 
tion; (2) three years’ experience in the practice of accounting; (3) ex- 
amination or certificate from another state board having equivalent stand- 
ards, providing such board extends similar privileges to a C. P. A. of this 
board; (4) with the board; (5) secretary State Board of Accountancy, 
J. B. Geijsbeek, Denver. 

Connecticut—(1) Four-year high school course or its equivalent; 
(2) two years’ practical experience in bookkeeping with such training in 
public accounting as the board may require; (3) examination or certifi- 
cate from another state board, providing such board extends similar privi- 
leges to a C. P. A. of this board, together with five years’ experience in 
public accounting, one of which must have been in this state; (4) with 
the board; (5) secretary State Board of Accountancy, Frederick C. Man- 
vel, Greenwich. 

FLoripa—(1) Four-year high school course or its equivalent; (2) pre- 
scribed by the board; (3) examination or certificate from another state 
board if such board extends similar privileges to a C. P. A. of this board; 
(4) with the board; (5) chairman State Board of Accountancy, Walter 
Mucklow, Jacksonville. 

Grorcia—(1) None; (2) none; (3) examination; (4) in the office of 
the Secretary of State; (5) secretary State Board of Examiners of Public 
Accountants, A. J. Haltiwanger, Atlanta. 

Itt1nois—(1) Four-year high school course or its equivalent; (2) 
none; (3) examination by the University of Illinois or, at the option of 
the university, five years’ practice outside the state next prior to the 
passage of this act subsequent to an examination, together with an equiva- 
lent degree granted under the authority of another state; (4) with the 
board; (5) secretary University Committee on Accountancy, M. H. Rob- 
inson, Urbana. 

Lou1stana—(1) None; (2) none; (3) examination or certificate from 
another state board granting like privileges to licentiates of this board; 
(4) with the board; (5) secretary State Board of Accountants, Charles 
E. Wermuth, 209 Hennen Building, New Orleans. 

MARYLAND—-(1) None; (2) none; (3) examination; (4) none; (5) 
secretary State Board of Accounting, C. V. Starkloff, Station E, Balti- 
more. 

MAsSACHUETIS—The examination and registration of public account- 
ants is in the hands of the Bank Commissioner, who shall investigate the 
character and fitness of the applicant and if these are satisfactory he shall 
issue a certificate to be renewed annually. Bank Commissioner of the 
Commonwealth, Pierre J. Milton, Boston. 

MicHIGAN—(1 None; (2) none; (3) examination or certificate from 
another state board if such board extends similar privileges to a C. P. A. 
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of this board; (4) with the board; (5) secretary State Board of Account- 
ancy, Henry M. Zimmerman, Pontiac. 

MINNESOTA—(1) Prescribed by the board; (2) three years’ experience 
in accounting; (3) examination; (4) with the board; (5) secretary State 
Board of Accountancy, F. A. Ross, Temple Court, Minneapolis. 

MontTana—(1) Graduation from an accredited high school or equiva- 
lent education; (2) three years’ practical experience in accounting; (3) 
examination or certificate from another state or country having equal 
requirements and extending like privileges to licentiates of this board; 
(4) with the university; (5) secretary University of Montana, T. C. Mar- 
shall, Missoula. 

New Jersey—(1) Rules of the board require high school or equiva- 
lent education; (2) one year’s service in the office of a practicing pub- 
lic accountant; (3) examination or certificate from another state board if 
such board extends similar privileges to a C. P. A. of this board; (4 
with the board; (5) president State Board of Public Accountants, Fran 
G. DuBois, Newark. 

New YorK—(1) Regents’ regulations require the Regents’ academic 
diploma [see Handbook 3, Examinations] or the qualifying certificate [see 
Handbook 23, Qualifying Certificates]; (2) three years’ satisfactory ex- 
perience in accounting, one of which must be in the office of an expert 
public accountant; (3) examination; (4) none; (5) Chief of the Examina- 
tions Division, State Education Department, Charles F. Wheelock, Al- 
bany, N. Y. 

Our0o—(1) Graduation from a high school or an equivalent education ; 
(2) three years’ experience in accounting; (3) examination or certificate 
from the board of another state or country having equal requirements; 
(4) with the board; (5) secretary State Board of Accountancy, Leroy 
Parker, Columbus. 

PENNSYLVANIA—(1) Prescribed by the board; (2) prescribed by the 
board; (3) examination; (4) with the Secretary of Internal Affairs; 
(5) secretary State Board of Public Accountants, J. E. Sterrett, 907 
Betz Building, Philadelphia. 

Ruope IsLAND—(1) None; (2) none; (3) examination or certificate 
from another state board if such board extends similar privileges to a 
C. P. A. of this board; (4) with the board; (5) secretary State Board of 
Accountancy, George M. Rex, 204 Masonic Temple, Pawtucket. 

Utan—(1) Prescribed by the board; (2) prescribed by the board; 
(3) examination; (4) with the board; (5) secretary State Board of Ac- 
countancy, W. J. Bateman, Salt Lake City. 

WaASHINGTON—(1) None; (2) none; (3) examination; (4) with the 
board; (5) secretary State Board of Accountancy, Alfred Lister, Tacoma. 


Announcements 


Suffern & Son, Certified Public Accountants, 165 Broadway, New 
York, have admitted to partnership Mr. Henry B. Fernald, who has been 
associated with them for some years, and Mr. Frederick H. Hurdman. 
The combined business will be continued under the same firm name. 


R. J. Bennett, C. P. A., of Detroit, Mich., has recently been appointed 
Dean of the School of Commerce and Accounts, conducted by the Y. M. 
C. A. of Philadelphia, Pa. In addition to the above work, Mr. Bennett 
will also take up the practice of accountancy in Philadelphia, where his 
address will be 1421 Arch street. 


The Alexander Aderer Audit Company of New York announces that 
it will hereafter be known under the firm name of Alexander Aderer & 
Co. Associated with Mr. Alexander Aderer, C. P. A., in the firm are 
Mr. Charles E. W. Hellerson, C. P. A., Mr. James T. Cavanagh, C. P. A. 
and Mr. George H. Iffla, C. P. A. 
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Correspondence. 
The Corporation Tax Law and Accounting Terminology. 


To THE JourRNAL oF ACCOUNTANCY: 

As an accountant I am very much interested as to whether the recently 
enacted federal Corporation Tax Law can or cannot be applied in con- 
formity with sound accounting principles and practice. I avoid saying 
“accepted” principles or practice because I believe, from the feeling at 
present existing among association accountants—and perhaps others— 
that there is at last a distinct movement on foot to define more accurately 
principles and terms, for use in practice; and that those hereafter accepted 
as basic will not include the entire list as heretofore in vogue. 

From the tone of all the communications so far printed in THE JouRNAL 
or ACCOUNTANCY, and of your September editorial, as well, I appear to 
stand alone in believing that Attorney-General Wickersham knew what 
was wanted by the Government and how nearly to arrive at it from the 
standpoint of accounts. You practically hold that the law cannot prop- 
erly be applied. In my letter of August 10, published in your September 
issue, I dispute this claim and give reasons for my contention; and I ask 
forbearance if I reiterate some of the statements therein made, though 
formulated differently. The correct conclusions to be finally drawn will 
hinge upon whether the return required by the Government is intended to 
show, as a basis upon which the tax is to be computed, the amount of 
the corporation’s net receipts or net profits. 

You say that the Attorney-General frankly admits “that the object 
is not to tax the profits of a corporation but the net income received from 
all sources during the calendar year in excess of $5,000, ‘net income re- 
ceived’ being defined as the difference between the gross income and 
expenses actually paid, in each case within the year. In other words, the 
basis is a statement of cash receipts and disbursements on account of 
income and not a profit and loss account. The Attorney-General candidly 
states that the bill was purposely framed to deal with receipts and dis- 
bursements, and with the bald statement that this was done advisedly he 
dismisses the point raised by the accountants that in a manufacturing insti- 
tution such a statement of cash receipts and disbursements on income 
account cannot be prepared without keeping an entirely independent set of 
books, which would not only be costly but entirely useless and probably 
also quite inaccurate.” 

Now, are not the “frank admission” and the statements of the 
Attorney-General plain and easily understood? Nothing is to be consid- 
ered except receipts and disbursements, and not even they, when for capital 
account. What could be clearer? Inasmuch, therefore, as profits are not 
to be considered, I make bold to again assert that inventories, on which 
the accountants referred to lay such stress, have no relation whatsoever to 
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the case, and that it makes absolutely no difference when fiscal periods 
begin or end. The Government asks for a return of the actual cash 
receipts and disbursements during the calendar year, as well as of the 
losses and depreciation, if any, suffered within the same period; and such 
a return can readily be made up from a properly framed set of books. 

In response to the query in the fifth paragraph of your editorial, 
wherein you say: “A steel company purchases ore in 1906, pays for it 
in 1907, converts it into pig iron in 1908, and into steel and structural 
material in 1909. In 1909 it sells part of the manufactured material, uses 
part of it in extending its own plant and carries the rest over to 1910.” 
I beg to “ undertake to say what are cash receipts and disbursements on 
income account, during the year 1909 in respect of these transactions,” 
and I will follow strictly the Attorney-General’s construction of the law. 
The cash receipts are the “cash” values received for the paid-for portions 
of the manufactured material sold; the cash disbursements are nil—except 
where some of the “cash” values received for goods sold may have been 
other goods—for the manufactured material, in the raw state, was all paid 
for in 1907, two years before. The part used in extending its own plant 
and the balance carried over to 1910 have no relevancy whatever, under 
the circumstances cited. 

Amend the law indeed; but amend it because of its injustice, or of 
some admitted error of verbiage, and not because it is said to be impossible 
of application. I hold it to be not impossible of application and not in 
contravention of sound accounting principles or practice, and believe there 
must be many other accountants of the same opinion. 

Let me now advert to the communications of William Arthur Chase 
and John R. Wildman, both appearing in the September JourNAL and both 
inveighing against the Tax Law because of its inapplicability. I, too, am 
opposed to the measure, but I am an accountant first, and insist that, 
though bad, it can easily be complied with. 

In considering the law, Mr. Chase assumes that “the ‘income’ therein 
referred to means the profit of a corporation ascertained in the ordinary 
way, by considering sales whether paid for or not as a factor * * *” 
Now, why does he assume anything of the kind when Attorney-General 
Wickersham, the highest authority in the matter short of the Supreme 
Court of the United States “admits” so clearly and distinctly that such 
is not the case? The Attorney-General holds, in effect, that profits and 
net income do not mean the same kind of thing at all. Nor do they. The 
law is not intended to be a tax on profits, according to the Attorney- 
General, but on the difference between the gross moneys received (not on 
capital account) and certain mentioned disbursements, plus the sum of 
$5,000; in other words, upon net income, as qualified by the statute. It is 
this misunderstanding of the measure, and difference of opinion as to 
the definition of the word “income” as an accounting term, that led the 
eminent accounting firms, hereinbefore referred to, to say that “the law 
as framed is absolutely impossible of application.” 

Mr. Chase says also, with regard to the words “actually paid out of 
income,” that “they must mean paid in cash, as to expenses, but it (the 
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act) does not define income as that which has been converted into cash.” 
And because of this the act “is an absurdity!” Why “must” either the 
receipts or payments be all in cash? Is no other commodity capable of 
serving as a medium for payment? And who is there else who will accept 
the quotation from Vol IX, page 682, of the American and English Ency- 
clopedia of Law, as his own definition of “ profits,” i. e., “the excess of 
receipts over expenditures”? There is no correlation of terms here such 
as Lisle would agree with. For do not receipts bar accruals altogether, 
and do not expenditures cover actual disbursements as well as expenses 
accrued? How then can one, who believes thus, accept such a definition? 
And as for “those others” who hold that receipts have no direct relation 
to profits, they, of course, do not accept it. 

I quote again: “Further, this point presents itself, * * * does 
the Government intend that capital expenditure shall be regarded as a 
legitimate charge against revenue? * * * Did the Government ponder 
this question at all?” We may not know Mr. Chase’s definition of capital 
expenditure, but it is probably safe to assert that if such expenditure is 
an expense account it is a legitimate charge against, a credit to, or a 
deduction from, income (revenue is not mentioned in the bill) ; otherwise, 
not. 

Mr. Wildman says that “ notwithstanding the fact that the Attorney- 
General has stated that a tax on ‘profits’ is not contemplated, the text of 
the act provides that the tax shall be computed on ‘net income.’” Cer- 
tainly, because profits and net income do not stand for the same thing. 
Accepting Lisle’s statement in the Encyclopedia of Accounting that “ in- 
come must always be considered with reference to the period during which 
it has accrued or has been earned,” I maintain that what has been earned 
or has accrued was not then income, and became such only when received. 
A carcass of mutton before the spark of life left it—as today denominated 
—was a sheep, and beef, under like conditions, a bullock; and it is proper 
to speak of such carcasses as having been relatively either sheep or cattle, 
although they no longer are. And so, too, though oppositely, income may 
have accrued or been earned, at which times it was earnings; and it 
remained earnings indefinitely pending its receipt, when it became a live 
thing or income. But when Mr. Wildman says that “to the accountant, 
earnings mean profits, providing the business is prosperous,” he is cer- 
tainly not talking ex cathedra. We all assume that profits result from a 
“presperous” business; but let me suggest in the interest of correct 
definition that earnings per se are not profits, and that in no case will there 
be profits, however great the earnings, unless and only when the relative 
expenses, if any, are the smaller. 


Mr. Wildman asks: “ Are receipts on account of charge sales income, 
or are they receipts on account of the realization of an asset?” Is it the 
intention here to intimate that such receipts may be one of these and 
not the other? Every merchant hopes that a charge sale is simply a 
deferred cash sale, and, when paid for, the hope is fulfilled. Would a 
cash sale, even when so deferred, ever be considered as not part of the 
income ? 
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The Journal of Accountancy. 


Again he asks: “Is labor an expense, or an investment of capital?” 
If he will say whether the labor is employed on “additions to or exten- 
sions of the plant” or otherwise one can make reply. One answer depends 
on the other. Also: “Are losses charges against income or against the 
surplus for the period? ” Earned surplus, as well as other attendants 
on profits, have no relation to a return calling for income and outgo only; 
therefore, if there are losses, they are an offset to income as the law 
clearly indicates. And finally: ‘“ Does the loss arise at the time the sale 
is made, or at such time as the officers of the company decide that there 
is no probability of collection?” When is a sale not a sale? would 
appear to be a fair return query. 

Accountancy as a science and a profession is about, we believe, to have 
due recognition in America, and it will without doubt soon reach the plane 
upon which it now stands in the United Kingdom. If the terminology is 
deficient as claimed, let us start now, through the agency of THE JouRNAL, 
to clear the ground and to make usage anl also to influence legal decisions 
to the end you advocate—that “the accounting view shall receive proper 
consideration ” by the “final authorities,” the law courts. 

To do this I do not believe we are called upon to travel along paths 
where the sign boards are blurred or confusing. Let us form a “ good 
roads” association and do some repairing until we can build anew and 
practically for all time. As American accountants we can compile a lexicon 
for our own guidance; and so framed, let us hope, that it may answer 
the needs of the profession the world over. That such a universal guide 
has never yet appeared should not deter us; and some day, as “all roads 
lead to Rome,” so all accounting definitions may proceed from the Ameri- 
can Nomenclature of Accountancy. 

W. S. PANGBORN. 

New York City. 


Income and Profits under the Corporation Tax. 


To Tue JourRNAL or ACCOUNTANCY: 

I have read with considerable interest the various articles and let- 
ters appearing in THe JourNaL regarding the new corporation tax, and 
one point has occurred to me which I believe has not previously been 
touched upon. Mr. W. S. Pangborn says in the September JourNAL: 
“Just as the balance of a statement of earnings and expenses will equal 
the addition to or deduction from the surplus of the previous year’s bal- 
ance sheet, so will a tax on the excess of income over outgo equal a like 
tax on profits; the amount of tax, though, will not be the same by years; 
but as between the start of a business and its termination the total sum 
will be identical—allowing for years when there may be losses instead of 
profits,” etc. 

It is possible that the two sums might be equal, as claimed above, in 
the case of a corporation commencing business in 1909 or later, but this 
point may be distinctly open to proof in the case of a corporation which 
had been in business previous to r909. Under the scheme of basing the 
tax upon the net income as arrived at through actual cash receipts and 
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payments—with certain other considerations—in a case like this it seems 
to me that an injustice may be done which will never be righted. For 
example, it is quite clearly understood that sales made in the current year 
will not enter into the tax computation unless the customers have paid 
their accounts, and that purchases will not be considered unless actually 
paid for, etc., but inasmuch as the sales will probably be settled for in 
the following year and the purchases will be liquidated they will enter 
into the following year’s computation, the taxes thus being equalized. In 
the case of the exception to which I draw attention it is entirely possible 
for a firm to have made heavy sales during the year 1908 for which they 
had not received remittances. These remittances coming in during the 
year 1909 cause an apparently heavy income and a correspondingly ex- 
cessive tax, and it is not clear to me how, by any possibility, this ex- 
cessive tax may ever be recovered. 
Morcan L. Cooxsy. 
Boston, Mass. 


The Surplus Account in Municipal Accounting. 


To THE JOURNAL OF ACCOUNTANCY: 

A communication in the September number of your magazine from 
“ Certified Public Accountant,” asking “whether uncollected general tax 
assessments and various uncollected accounts, such as payments due on 
contracts for work completed, etc., should figure in the surplus account,” 
has drawn my attention. The aim of all municipal accounting should be 
to show the cost of running the city, and the revenue accruing for each 
fiscal period, and for this reason each fiscal period should be charged with 
all expenses for such period, whether paid or not, and credited with all 
revenue, whether received or not. My opinion is that without these items 
included the surplus account of the city would not show the true condition 
of affairs. 

Tuomas 
Zeeland, Mich. 
Good Word from a Foreigner. 


To THE JourRNAL oF ACCOUNTANCY: 

Referring to the editorial on “ Bank Examinations in Canada,” in the 
May JourNAL, the statement made by the president of one of the largest of 
the New York banks is not justified. There are in the United States 
firms of certified public accountants as trustworthy as in any other 
country. He also states that the standard of the British accountant is 
higher than that of the American accountant. This is absolutely incor- 
rect. I have found that the average accountant of this country is far 
superior to those imported from England; he is quicker in reasoning, 
in figuring, in fact a far better man, in my opinion. I have worked with 
both and therefore should know. I must also state that at present I am 
not an American citizen, but hope to be so in a few months. So my 
answer to your editorial is without prejudice. 

H. M. 


New Orleans, La. 
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RIGHTS OF THE MINORITY STOCKHOLDERS. By Richard Seldon 
Harvey of the New York Bar. Baker, Voorhis & Co., N. Y. 1909. 


Books on any phase of corporation law must be of one or two kinds. 
They must be either exhaustive and detailed, with most of the leading 
authorities at least quoted, or they must be general, simple and founded 
on broad principles. 

Should a book of the latter kind state any broad principles not gen- 
erally accepted as being the law in most jurisdictions, the book would 
have little value for the one class for whom it is appropriate, students, 
who will be without sufficient knowledge to recognize mistakes even in 
fundamental principles, 

The book under consideration is certainly a book of the second class; 
it is too brief to be of any value to the practitioner, be he a member of 
the legal or the accountancy profession. Its physical make-up recom- 
mends it to the person who intends to get from it his introduction to the 
law which it purports to set forth. The type is large and the headings 
are well marked, while marginal headings add to its compactness. The 
eye is not distracted by the citation of authorities which are all gathered 
at the end of each chapter. 

It is unfortunate, therefore, that the author should be guilty of grievous 
and fundamental mistakes. For example, this proposition is set forth as 
being the law: 

“The right of the owner of shares to vote at the meetings of the 
company is unquestioned. He need not be a stockholder in the sense that 
his name is enrolled on the books of the company; it is sufficient that he 
is able to show affirmatively that the present ownership is in him.” 

In support of this, one case is cited from the jurisdiction of California. 
This proposition is exceptional and contrary to the well-founded law 
prevalent in most jurisdictions. For those, who are well versed enough 
in the law to detect these errors, the book is superficial and, therefore, 
valueless; for those who would look to it for information its inaccuracy 
is prohibitive. 

It may be added that the book has found but small favor, if any, in 
the legal profession. C. W. G. 


COST ACCOUNTS. (Third Edition, with appendix of forms.) By W. 
Strachan, Incorporated Accountant. Stevensand Haynes, Bell Yard, 
Temple Bar, W. C. London. r1o0 pages. Price, 4s. net. 

A book should not be judged without taking into consideration the 
object which the author had in mind when the book was written. 

The author of this book has stated plainly that his objects are, first, 
to promote among manufacturers an interest in costs and the systems 
whereby they may be obtained, and second, to furnish to students of the 
subject an outline of the methods now in use. 

The book fulfills well the purpose for which it was written. It is 
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divided into four parts, made up of thirteen chapters, setting forth a 
general discussion of the subject, followed by short chapters on the three 
main divisions of the subject, material, labor and indirect charges. Atten- 
tion is also given to differentiating between manufacture by process and 
multiple unit production. 

It is to be regretted that the author has not given more space to a 
discussion of and reason for using “shop costs” as a basis for the dis- 
tribution of overhead expense. 

“Shop costs” as a basis for this purpose have been little used in this 
country and on that account have gradually been eliminated from discus- 
sions of the subject. There is no question that such a basis has consid- 
erable merit and the author could well have donated more attention to 
the support of the basis which he selects as his ideal. 

It is to be noted with interest that the author has dwelt to some extent 
on the advantageous use of card systems. The judicious use of card 
systems cannot help but result in economy of time, energy and expense, 
and we hope “Cost Accounts” will serve to impress this fact on the 
minds of such people as have been slow to recognize this fact. 

Our chief criticism of the book under review is that it is too brief 
and too general from the standpoint of the accountant. It is a pity that 
a man so able should have excited our interest to so high a degree only 
to leave us with a discussion of generalities. 

Jno. R. WiLpMAN. 


COLLIERY ACCOUNTS. By Mann and Judd. Gee and Co., London, 

Eng. 107 pages. Price, ss. 4d., net. 

The object of the series of “hand books,” to which “Colliery Ac- 
counts” belongs, is, according to the editor, “to provide, at a reasonable 
price, detailed information as to the most approved methods of keeping 
accounts in relation to all the leading classes of industry.” The authors, 
in their preface, express their “pleasure in complying with the request 
for an outline of a system of accounting specially suitable for the records 
of this great industry (coal getting and selling).” 

True to its purpose, the book is thorough in so far, at least, as forms 
and diagrams are concerned. It contains 39 plates, from which a broad 
idea of colliery records, books, and financial statements may be obtained. 
The text matter, sprinkled with the peculiar “phraseology adopted by the 
coal trade” and most particularly by the Lanarkshire miners, though brief, 
covers the ground concisely. No attempt has been made to collate and 
explain all these local terms. 

While the book treats fully of “ancillary accounts,” which it claims 
are “too often . . . considered as negligible parts of the general 
business of coal getting,” it leaves untouched, as being beyond its scope, 
such subjects as water and power companies, coke ovens, and other 
“enterprises sometimes associated with coal mining.” The prevalence and 
importance of such associations on this side of the water make the 
American reader wish that the authors of “Colliery Accounts” had 
deemed it worth their while to extend the scope of their work. 
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The treatment of such questions as depreciation and reserves, royalties, 
and cost of stores, while not very extensive, is in keeping with the plan 
of the book, which, as stated above, is to outline a system of accounting. 
To judge the book by itself, apart from the enhancing reflected light of 
the series to which it belongs, is to be unfair to the authors. There is 
much in “Colliery Accounts” to be praised, and the book will prove a 
valuable adjunct to the accountant’s library. The fact that it reads some- 
what like a set of instructions issued by an accountant to the bookkeeping 
force of a firm which has adopted a system of accounts devised by him 
will hardly be to its discredit. P. J. ESQUERRE. 


Slipshod Law-Making. 


In view of President Taft’s unquestionably high reputation as a 
jurist, says the Wall Street Journal, it is a pity that the one new law 
with which his name has so far been associated should have been so 
crudely constructed as to render a Supreme Court decision against its con- 
stitutionality almost a foregone conclusion. This newspaper is not among 
those who believe that corporations should be held sacred from taxation, 
but the new corporation tax law is so badly drawn that even its friends 
do not know what it means. 

The law was the child of political expediency, devised to meet a 
deficit in revenue which may quite easily have disappeared before the 
act comes into operation. Any careful study shows that it has been 
contrived with about as little regard to the facts and conditions of cor- 
porate accounting as could well be imagined. A writer in THE JouRNAL 
or AccounTANCY for September very properly asks: 

“Is the government aware that there is such a thing in existence as 
the American Association of Public Accountants, composed of profes- 
sional men of the highest skill and standing? If so, were its members 
consulted? If not, why not? If they were, why was their advice as to the 
accounting features of section 38 not followed?” 

Expert advice is not followed by Congress because that body for the 
most part legislates by the light of nature, and is more concerned about 
making good political bargains than good statutes. In this case there is 
practically no evidence that Congress utilized the available expert knowl- 
edge of tax specialists, accounting authorities, economists, or even the 
legislative experience of our own states in the preparation of such taxing 
laws. 

Congress seems to be past praying for, but surely Mr. Taft knows 
better. 

The Finance Committee of the Chicago City Council has voted to spend 
$10,000 upon an investigation of the city’s finances. The investigation 
will be conducted by the Merriam Commission, which was appointed by 
Mayor Busse. It is simultaneously announced that the City Controller 
has had an accounting expert at work upon the city’s books for two 
months and now proposes to attempt reforms which will save the city 
200,000 a year. 
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Edited by Cuartes W. GersTENBERG, Ph.B., LL.B. 


Stock EXCHANGES. 


A decision of much interest, which throws some light upon the inner 
workings of the great New York Stock Exchange, is that of Judge Crane, 
of the Supreme Court of New York. The Stock Exchange does no 
business, and is, therefore, properly speaking, a voluntary association, 
whose membership is limited to 1,100 members. Its governing commit- 
tee consists of forty, who can regulate the conduct of the members under 
the constitution and resolutions. 

A resolution was adopted on May 19, 1909, as follows: 

“Resolved, That any member of this exchange who transacts any 
business, directly or indirectly, with or for any member of the Consoli- 
dated Stock Exchange who is engaged in business upon the said Consoli- 
dated Stock Exchange, shall, on conviction thereof, be deemed to have 
committed an act or acts detrimental to the welfare of this exchange.” 

Under the constitution, acts detrimental to the welfare of the exchange 
are punishable by the committee by suspension or expulsion. 

The plaintiff, an active member of the Consolidated Stock Exchange, 
transacted business with a Stock Exchange house through whom he bought 
and sold stocks and bonds upon the floor of the said New York Stock 
Exchange. 

Immediately after the adoption of the resolution the Stock Exchange 
house notified their client that they would be compelled to ask him to 
withdraw his account and that they would have to refuse to transact fur- 
ther business with him. The plaintiff claimed, therefore, that he was 
being injured and sought to obtain an injunction against the Stock Ex- 
change prohibiting it from enforcing its resolution. He claimed that the 
resolution constituted an illegal combination in restraint of trade, that it 
was void because the business of the Stock Exchange is affected with a 
public interest and must be carried on without unjustifiable discrimination. 

The court held in the first place that the plaintiff had no standing as 
a non-member, for the public interest in the Stock Exchange, if there be 
any, must be protected by the legislature and not by the courts upon mo- 
tion of non-members. 

The propositions of law set forth in the decision are interesting to the 
general reader; they have a special interest to the members of any organi- 
zation or profession which surrounds itself and its members with limita- 
tions and restraints. It will not be amiss, therefore, to examine the opinion 
at some length: 

“It is conceded that the Consolidated Exchange, organized in 1875 as 
a mining stock exchange, is, to a degree, a rival of the Stock Exchange; 
its sales of stock averaging per annum nearly one-fourth of those of the 
latter. There are 1,225 members, of whom 450 are active. The nature 


of the business transacted upon the floor of the Consolidated Exchange 
is very largely the same as that of the Stock Exchange.” 
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The issue in the case is narrowed down—we might say in passing, ac- 
cording to rules which would be recommended by a professor of argu- 
mentation—to the following questions: “Can the members unite and 
agree not to do business with the plaintiff while he is a member of a rival 
association ?” 

This issue is reached by two admissions: first, that any one member 
can refuse to do business with the plaintiff, and, second, that all the mem- 
bers individually can refuse to buy or sell for the plaintiff. 

The opinion then proceeds to point out that if the discrimination 
against the members of the Consolidated Exchange were on any other 
ground than that of protection of the interests of the Stock Exchange, 
the resolution would be void as being a clear interference with the liberty 
of the plaintiff : 


“The distinction which the decided cases make is that, if the com- 
bination not to do business with the plaintiff is for the purpose of in- 
juring and destroying him, it is illegal; but if injury to him follows as 
an incident from action sought to protect, increase, and strengthen the 
business of the association, then it is as legitimate as other forms of 
competition which the law leaves parties and combinations free to in- 
dulge in. The plaintiff is not driven out of the stock and bond business. 
He simply cannot enjoy one privilege openly and the other secretly. He 
can huy and sell freely of the Stock Exchange members upon ceasing 
active work for its rival, or he can confine his activities to the Consoli- 
dated Exchange, of which he is a member. 

“The only condition which the above resolution of the Stock Exchange 
places upon him is that he shall not continue indirectly to injure their 
business. It is a case of give and take. It cannot be said, in view of the 
history of the two exchanges, that this resolution has been passed through 
any bad motives or for the purpose. of injuring the plaintiff. From the 
papers submitted it appears that, but for the well-organized system of the 
Stock Exchange and the ready, speedy method of ascertaining the salable 
value of securities, the other ‘exchange would have little business ; that 
the business of the Consolidated Stock Exchange listed stocks and bonds 
depends upon the prices ruling at the latter place. * * 

‘Various litigations over the use of information thus sane evidence 
the efforts which have been made by the Stock Exchange to protect its 
good will and prestige.” 


There is some humor in the judge’s remark that “turn about is fair 
play.” By that is meant that the strongholds of capital, the Stock Ex- 
changes, are to be governed by the law that determined the litigations 
arising out of the internal troubles of their enemies, the labor organiza- 
tions. “ The law which was applied by our Court of Appeals to the labor 
organization is now being applied by (to) capital—a result, of course, to 
be expected.” The law to which the learned judge refers is contained in 
an opinion of Judge Parker in NATIONAL PROTECTIVE ASSOCIATION OF STEAM 
FITTERS AND HELPERS VS. CUMMING, I70 N. Y. 315: “ Whenever the courts 
can see that a refusal of members of an organization to work with non- 
members may be in the interest of the several members, it will not as- 
sume, in the absence of a finding to the contrary, that the object of such 
refusal was solely to gratify malice and inflict injury upon such non- 
members.” 
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The opinion then proceeds to point out the similarity between the 
present litigation and one which arose out of certain rules and by-laws 
adopted by the Chicago Live Stock Exchange (143 Ill. 210). Two sen- 
tences from this Illinois decision quoted in the New York case are of 
interest as marking the difference between private and public enterprises: 


“We are not prepared to hold that the mere fact that the business of 
a particular market has become very large gives to the courts any power 
to declare such markets public, and impressed with the public use, or to 
apply to them any rules of public policy peculiar to that class of mar- 
ket. * * * The business which is here sought to be subjected to a 
public use was, at its commencement, confessedly private, and private only; 
and the public use is sought to be impressed upon it, not by virtue of any 
voluntary grant to the public, but simply because, by mere process of 
growth and expansion, the business has reached such magnitude as to 
affect public interests because of its magnitude alone.” 


The court very tersely refers to a popular fallacy regarding contracts 
in restraint of trade. Such contracts are not void in the sense that they 
are prohibited by law; the law merely refuses to recognize their validity 
or to enforce them. So, in this case, if the resolution did amount to a 
contract amongst the members of the New York Stock Exchange in re- 
straint of trade, an outsider could not maintain an action and the mem- 
bers might disregard it and continue doing business with the plaintiff. 

The opinion ends: 


“Tt may be that the plaintiff and his associates will suffer some finan- 
cial loss from this action of the Stock Exchange; but business is made 
up of gains and losses. Competition means selections, not inclusion; and 
while there is always a wide opportunity for fairness and magnanimity, 
the courts interfere only when competition becomes combined force. seek- 
ing another’s injury or ruin. Legislation in some of the states pertaining 
to combination or association for trade or business is much broader than 
here; but I do not consider our law, which was chapter 690, p. 1514 of the 
Laws of 1899, applicable to this case. For the reasons expressed, I shall 
deny an injunction.” 


Accounting Lectures in London. 


The programme of lectures at the London School of Economics for 
the 1909-10 session contains, in addition to all the usual features, two 
single introductory lectures, free to the public, to be given at the school 
at the opening of the session; the first is entitled “The Place of 
Commercial Law in the Legal Code;” the second is on “Commercial 
Universities in Germany.” In addition to the courses on accountancy, 
Professor Dicksee is to deliver a course of nineteen lectures on business 
organization. It is not an uncommon thing for an articled clerk to get 
a long way through his articles before he gets a glimpse of the problems 
of business organization in any real sense of the word, and attendance 
at a course of lectures of this kind would be found most advantageous in 
such cases.—London Accountant. 
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C. P. A. Question Department. 


Conpuctep sy Leo Greenpiincer, M. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time im- 
prove shortcomings. To solve, compare and criticise C. P. A. problems, and thereby 
to aid in bringing about a uniform American standard for C. P. A. examinations, is 
the object of this department. With the aid of suggestions and criticism from the 
professional brethren, it can undoubtedly be achieved. Inquiries will be cheerfully 
answered 


As the solutions given in the August number of THE JoURNAL oF 
ACCOUNTANCY, especially the one relating to problem 4, have created a 
great deal of interest among members of the profession, as well as 
among students of accountancy, we think it advisable to print some of the 
solutions and criticisms of it. 


Problem 4. 


The first solution is submitted by Mr. Charles H. Schnepfe, Jr., 
C.P.A., and is as follows: 


“ As Problem 4 contains much that is similar to some problems with 
which I have had experience, I take the liberty of submitting my views. 
The problem states that Dickside receives a consignment from which he is 
to deduct 5 per cent. discount when remitting. This could be construed 
to mean that Dickside is selling the goods on a 5 per cent. commission 
basis. But, if you take into consideration that Dickside pays $700 for 
freight, allows $400 discount to his customers, and $600 for defective 
goods, and incurs expenses of $900, none of which the manufacturer is 
to pay, it seems that this is not in keeping with the usual procedure of 
a commission business, but more on the order of commercial transactions 
that are somewhat along this line. 

“Mr. Dickside is a commission merchant, broker, jobber, retailer, or 
what you will. He contracts with a manufacturer to dispose of a lot of 
goods. He might call it a consignment, but the probabilities are that 
he will say, ‘Send them to me with a memorandum bill, subject to 5 
per cent. discount when paid, and I[ will sell what I can.’ 

“They are billed to him at $45,000, as commonly stated, on mem- 
orandum, subject to 5 per cent. discount when paid. He may further 
stipulate to pay a portion of the freight charges and will surely make 
claim for any goods damaged in transit or otherwise. Now it has 
never occurred to him that this is a consignment and that he must 
account for the amount realized minus certain expenses, commissions, 
etc. He knows the goods were billed to him at $45,000, less $1,500 for 
damaged goods, and that he is responsible for that amount less discount 
and freight. 

“He sells the goods at the highest price, say $60,000, and on credit. 
He takes a certain amount of risk, but figures that he will at least more 
than clear enough to pay the manufacturer and expenses, as his collec- 
tions later show. 

“This seems to me to be a reasonable construction, and gives to 
Dickside a profit more in keeping with the amount involved and the 
risk incurred. I therefore submit a solution based on that hypothesis: 
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ProFit aND Loss ACCOUNT 
To consignment... $45,000.00 
s damage al- 
lowed byshipper 1,500.00 $43,500.00 Sales.......... 


To allowance made 
to customers for 


defective goods. $600.00 
$44,100.00 
Gross profit........... $15,900.00 
$60,000.00 $60,000.00 
Charged to shipper 1,400.00 $700.00 Discountearned.... $2,175.00 
Discount allowed... . 400.00 1,775.00 
Expense......... 900.00 
16,075.00 
$17,675.00 $17,675.00 


CapitaL ACCOUNT 


$15,000.00 
$31,075.00 
BALANCE SHEET 

ASSETS LIABILITIES 
_$33,050.00 $33,050.00 


Sates AccouNT 


$45,000.00 
Less damaged goods......... 1,500.00 
$43,500.00 
CHARGES: 
5% discount on 
B43,500.00..... $2175.00 
1,400.00 $3,575.00 
Credited toshipper.... $30,925.00 
Less cash paid......... 37,950.00 
Balance due shipper... $1,075.00 
CasH 
Customers........ $44,400.00 900.00 
Discount......... 400.00 37,950.00 
1,805.00 
$59,000 00 $59,000 .00 
To balance....... $18,050.00 


._ The second solution is submitted by a practicing lawyer, who would 
like to know whether his solution would meet the approval of a State 
Board, and reads as follows: 


Defects allowed.............. 600.00 
Outstanding................. 1§,000.00 


860,000 .00 
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MANUFACTURER'S ACCOUNT 


Consignment... . $45,000.00 $37,950.00 
Commission not yet due (on ‘out- 1,400.00 
standing sales). . 750.00 1,500.00 
Commission earned. . 2,250.00 

Balance (includes commission Rou 

2,650.00 

$45,750.00 $45,750.00 


CurRENT CASH 


goo.0o 

$44,000 $44,000.00 


TRADING ACCOUNT 


Profit and loss................. 16,600.00 

$62,900.00 $62,900.00 


ProFit AND Loss AcCcCouNT 


$18,850.00 $18, 850.00 


CapiITaAL ACCOUNT 


Profit and loss... 00 Capital. $17,750.00 
Cash invested... $15,000.00 

$17,550.00 $17,750.00 


SHEBT 


Commission not ‘yet due........ 750.00 
$20,200.00 $20,200.00 
Problem 3. 


The following is submitted by Mr. P. E. Basson, of Jersey City, regard- 
ing the solution to Problem 3: 

“Referring to Problem 3 in the August number of THe JouRNAL OF 
AccounTANCY, I would say that the solution appears to me to form a 
proof of the real solution, but not the solution itself. Like any other 
proof, it begins with the end and terminates at the beginning. 

The third line reads: ‘ Total, 11,500 suits to be accounted for.’ Why 
are they to be accounted for? Have they not already been accounted for 
in the first two lines, ‘9,000 suits sold and 2,500 suits on hand.’ Can there 
be a better accountability or discharge of responsibility after making these 
two statements ? 

“Line 5 gives 5,500 suits in inventory on January 1. This statement 
is made prematurely, and should not logically be established as a basis 
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C. P. A. Question Department. 


for other deductions. It arrests all suppositions as to the probability of 
a loss. 

“I submit herewith my solution, asking you to kindly advise me 
through the columns of the C.P.A. Question Department, or otherwise, 
whether you consider it simpler and more correct than the one published.” 


Additional purchases: 


37,500 yards of cloth at $1.00 37,500.00 
10,000 yards of silk at 2.00... 2,000.00 
6,000 suits, labor at 7.00 42,000.00 
In account for sale of 9,000 suits at $17.00 persuit............. $153,000.00 
Inventory found September 11: 
5,000 yards silk at 10,000.00 $65,000.00 
_No Loss : 
_PRoor: Suits Cloth Silk Orig. Inv. 
Sold or used in manufacture...... 9,000 40,000 yds. 10,000 yds. 
Add. mventory, September 11... . 2,500 12,500 yds. 5,000 yds. 
11,500 52,500 yds. 15,000 yds. 
Deduct purchases and suits manu- 
6,000 37,500 10,000 
Balance inventory, Januaryr.... 5,500 15,000 5,000 
Value of inventory, January 1.... $93,500 $15,000 $10,000 $118,500.00 
Comments. 


A glance at the wording of Problem 4 will convince any one that it 
can be construed in more than one way. It is true that the important 
question is: Is Dickside a principal or an agent? The wording is not 
clear enough on this point, and candidates taking the examination un- 
doubtedly had a problem to arrive at a correct interpretation. On the 
other hand, there are enough facts which ought to be taken into consid- 
eration, given to lead reasonably to the conclusion that Dickside was 
an agent acting on a commission basis, and therefore Professor Dennis's 
view in solving the problem is a correct one. The payment of freight, 
etc., is quite common among commission merchants, but one must not 
overlook the fact that such payments are to be considered advances, 
which are deducted when the final account of sales is rendered by the 
consignee to the consignor. The billing of goods, etc., as quoted by Mr. 
Schnepfe is rather ambiguous; but that ambiguity is undoubtedly due 
to the wording of the problem. His interpretation that the goods are 
billed on memorandum, subject to 5 per cent. discount when paid, is rather 
strained. The sales are subject to 5 per cent. commission, but not 5 per 
cent. discount. The reason for giving the account sales and the sepa- 
rate proforma account sales in the original solution of the problem is that 
we want to discriminate between the account of sales rendered, on which 
a deduction was made for all advances as well as commission, and the 
account sales to be rendered on the balance, namely, $15,000. 

_The second solution submitted by “a practicing lawyer,” we simply 
print without any comment, for the reason that he asks whether his solu- 
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tion would meet the approval of the State Board. Not being members 
of the State Board, it would be rather difficult for us to interpret his 
solution, but we sincerely hope that some member of the State Board, 
who perchance may read this solution, will be kind enough to give his 
opinion on it, for publication in some subsequent number of THE 
JOURNAL. 

Regarding Mr. Basson’s solution of Problem 3, surely no criticism 
can be made of the form adopted by him. That does not prove, however, 
that the solution given in the August number of THE JouURNAL is an in- 
consistent one. It is not so much the method pursued in arriving at a 
conclusion as the result shown that is important, and, as the result reached 
by Mr. Basson is the same as that given in the August number of THE 
JouRNAL, there is no occasion for comment. 


Communication. 


To THE JouRNAL OF ACCOUNTANCY: 

In your C. P. A. Question Department for September a solution is 
given to the second problem by the N. Y. C. P. A. Board at the January, 
1907, examinations. 

While this may be theoretically correct, there is, to my mind, a much 
simpler solution, and one less likely to impose hardships as this does on 
D, only one of the partners. 

The first fact to deal with is, of course, to equalize the partners’ 
accounts, each having withdrawn amounts entirely disproportionate to 
their capital or to their agreed-to ration of distributing gains or losses. 

This can be done by taking notes from each partner for the amount 
withdrawn, and considering those notes as an asset of the concern it will 
at once restore the conditions under which the partnership was started. 

Then all amounts realized can be distributed in the proper ratio, even 
in the first distribution, and the partners’ notes can be realized upon at 
that time and the cash so collected figure in the second distribution of cash. 

In this manner each partner will participate in each distribution, while 
in the solution referred to, D not only does not get anything in the first 
instance but has to put back into the concern some $1,800, which is imme- 
diately paid over to the other partners. 

I do not like the proposed solution, and surely would not apply it to 


clients of mine under those conditions. 
Wm. H. Foster. 


The Colorado Society of Certified Public Accountants, at its regular 
annual meeting, September 28, elected officers as follows: president, O. A. 
Smith; vice-presidents, E. W. Pfeiffer, Frank M. Dewees, Harry T. 
Hughes; secretary, Elwood Fink; treasurer, F. W. Deidesheimer; corre- 
sponding secretary, A. E. Hamilton; auditor, George B. Lott. 
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the very seast you can do. 


Here is a plan by which you can add from 
$5 to $50 a month to your regular income 


SYSTEM,—the magazine which stands pre-eminently the monthly Magazine of 
Business—the Magazine that is welcomed every month by thousands of big 
business men the world over as a counselor and advisor, wants a salaried repre- 
sentative in every town and city in the United States, Canada, and Mexico. 

“Ve want you to handle SYSTI-M in your community. We want you to call on 
those business men right in your own town, who have heard of SYSTEM, know it 
value and are only waiting for one of our representatives to call and get their sub- 
scriptions. Will you be the SYSTEM salaried representative in your town? 


We will pay you a liberal commission and a 

° The commissions alone will insure you good, big money. 
salary besides but—in addition to your commissions, we will y you 
a salary—and your spare time is all that we require. No matter how little spare 
time you have—even five minutes a day—you can turn it into profit. 
Read what three of our many representatives have done. You can easily do 
as well or even better. For SYSTEM sells itself. Every business man is vitally 
interested in business. His whole heart and soul are wrapped up in Ais own 
ousiness—his every thought—his every effort is bent toward making it bigger and 
broader. And that is just what SYSTEM tells him to do and actually helps to do. 
The minute he learns the nature of the magazine he immediately becomes inter- 
ested in you and your proposition. It doesn’t take much work or talking on your 
part to convince him that twelve biz, business-building issues of SYSTEM are 
worth many times more to him than the small cost of the subscription. The 
Banker, the Real Estate man, the Merchant, and every other business man in your 
town is only waiting for a SYSTEM representative to call. 
Will it be you? Not only is the work profitable but it is a liberal pusiness educa- 
thon for you. It’s easy money and big money. To be the representative of such a 
magazine as SYSTEM brings you in contact with the foremost men of the town 
and it gives you standing and prestige among the people of your community, 
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your town 


you want to make big money during your spare time 
and add a good substantial sum to your regular monthly income—here is 
your opportunity. Don’t fail to investigate it—and at once--today. This is 


ts a salaried 
sentative in 


If you are live, wide 
awake and a hustler, if 


Everybody wants it 
“Enclosed please find five subscriptions. 
I think this is doing pretty good for 
only working a few minutes. I have only 
spent thirty minutes a day so far and if I had 
a little more time each month I could send in 
at least seventy-five subscriptions a month. 
the magazine is a seller in itself and every- 
body wants it.”—O. A. BJORBACK, Min- 
nesota. 


It’s as easy as shelling corn 
“Enclosed poe find P. O. money order 
to cover three subscriptions. SYSTEM 
is worth its weight in diamonds— 
it’s just like shelling corn to take sub- : 
scriptions to SYSTEM.”—T. L. ¢ 
WILLINGHAM, North Caro- 

i ¢ A-9 
Tf you 


lina. 
Took two orders in ten will pay 
minutes me a salary 
and commis- 


“Took two subscrip- 

tions in ten minutes. o sion to represent 
Easiest dollar I SYSTEM in my 
ever earned.’’— (4 community, send on 
Cc. F. HOL- full particulars and plans, 
LAND, put me on your salary list 
Mo, and count on me to represent 

you here. 


Name 
“4 Address 
City 


State 


Business 


Here is your opportunity to make big money during your spare 


Position 


time—don’t fail to investigate it, do it today—now. Send in 
the coupon for full particulars and information regarding sal- 
ary paid before your territor= ‘s assigned to some one else. 
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E. W. Sells, Chairman...........New York 
PROFESSIONAL Eruics: 
. A. Cooper, Chairman............. Illinois 
. G. Shorrock................ Washington 
PRESS AND PUBLICITY: 
F. J. Spencer, Chairman.......... Colorado 
CONCILIATION: 
J. S. M. Goodloe, Chairman........... Ohio 
Illinois 
EDUCATION: 
Seymour Walton, Chairman......... Illinois 
H. G. Stockwell.............. Pennsylvania 


We Can Help You. 


Time saved and when done leaves are bound (by yourself) 
and indexed by floors or departments. 


Write right now for Booklet No. 12. 
BARLOW BROS., - Grand Rapids, Mich. 


Specially ruled ANALYSIS paper for certified public account- 
ants carried in stock. 
Samples and Prices on Application. 


Also blanks and account books of every description printed to order. 


THE HENRY 0. SHEPARD COMPANY, 
120-130 Sherman Street, Chicago, Ill. 


FEDERAL RECOGNITION: 
E. L. Suffern, Chairman 


orman E. Webster, Jr........... 

F. Bromley Jansen.............. California 
Georgia 
Thomas S. Spurr............ Massachusetts 
Michigan 
Minnesota 
Missouri 
AR New Jerse 
Ohio 
Chas. N. Pennsylvania 
Tennessee 


E. G. Shorrock.. . Washington 
STANDARD SCHEDULES FOR UNIFORM REPORTS OF 
Municipal Industries and Public Service 


y 
arvey S.Chase, Chairman. Massachusetts 


Duncan MacInnes............. New York 
Ohio 
UNIFORM BANK VOUCHER CHECK: 
E. L. Suffern, Chairman......... New York 
Ohio 


BANKER’'S CREDIT INFORMATION: 
R. H. Montgomery, Chairman, Pennsylvania 
_ Guy H. Ohio 


Manufacturers’ Appraisal 
Company 


WALTER W. POLLOCK, General Manager 


URNISHES expert valuations 
of Manufacturing Plants, 
which are useful in placing 

insurance, for proof of loss in the 
event of fire, and for establishing 
accurate book values. 

This Company strictly limits its 
work to the appraisal field. We 
are not accountants, but we work 
in harmony with accountants, 
and solicit their interest in our 
appraisal system. 


Manufacturers’ Appraisal 
Company 


CHICAGO NEW YORK 
1632 Tribune Building 50 Pine Street 
PHILADELPHIA CLEVELAND 


411 Walnut Street 201 Caxton Bidg. 


When writing to advertisers, kindly mention this Journal. 


THE JOURNAL OF ACCOUNTANCY 


Trust 


In Press Clippings and you will be always up to date 
and far ahead of your competitors who do 
not use a press clipping service 


The ‘‘ Ticker” that reveals at his desk every movement of the stock exchange is a 
business factor not more important to the Banker, Bond Dealer and every financial 
institution than Romeike Clippings delivered before the opening of the market through 
our own messenger service. You may have seen our boys in Wall Street. You didn’t 
see them long in one place—they keep moving and can be depended upon. We begin 
work early in the day. At ten o'clock every morning, papers that reach New York 
before that hour are read and messengers are scurrying throughout the city, bearing 
to our patrons first information—in hand when the trading begins. If you are in- 
terested in Western properties not exploited in the papers of the East—we get and 
read the Western papers long before you could. Whether it is Stocks, Mining, Invest- 
ments, Railroads, Shipping, or other industries that concern you, we bring promptly 
to your attention every important published item on that particular subject. The 
biggest and best houses are our patrons. 

Romeike Clippings have spelled SUCCESS for many a house. 

Write to us for particulars. 


H. ROMEIKE, Inc. 


110-112 West 26th Street, New York City 
Branches in LONDON, PARIS, BERLIN, VIENNA, ROME, MELBOURNE 


The Philosophy Accounts 


By CHARLES E. SPRAGUE 
Price, $3.00, Postpaid 
An exposition of the underlying principles on which 


Accountancy, as a mathematical science, is based, regardless 
of mere traditional observances. 


z Works on the Mathematics of Finance by the same author 


Text Book of the Accountancy of Investment 


Part I. The Accountancy of Investment, including a treatise on the doctrine of Com- 
pound Interest, Discount, Sinking Funds, Annuities, Amortization and Valuation of Bonds, 
together with full details of the bookkeeping of Investment Securities on a large scale, with 
examples and forms. Price, separate, $2.00. 

Part II. Problems and Studies. A supplement to the above containing examples for 
practice with solutions, elaboration of pee cases, short methods. Price, separate, $1.50. 
; Part III. Tables of Compound Interest, Discount, Sinking Funds, Annuities, etc. 
i 8 places of decimals; invaluable for reference. Price, separate, $1.00 
Three parts in one, $4.00 


Complete Bond Tables: to 8 places of decimals and rates from 1%% to 10%. One 
volume, $10.00. 
ORDER BY MAIL WITH REMITTANCE 
CHARLES BE. SPRAGUE, - Broadway and 32d Street, New York, N. Y. 
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Printers 
of 
Pamphlets and Books 


on Accountancy 


and other 


Technical Subjects 

Manufacturers of SPECIALLY RULED BLANKS 
and BOOKS FOR CERTIFIED ACCOUNT- 
ANTS who appreciate PROMPT DELIVERY 


409-415 Pearl Street, New York 


Printers of 
*THE JOURNAL OF ACCOUNTANCY 


When writing to advertisers, kindly mention this Journal. 
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Are You Looking for 
Knowledge, 
Salary 


Profits? 


In Any Case 


This Book Will Help You 


SPECIAL OFFER TO SUBSCRIBERS The regular price of Dicksee’s 
= “Auditing” is $5.00. You may 


have it for $3. 50 with a new subscription or when you renew an old subscription. 


Dicksee’s “Auditing” (Ameri- 

of honor in most accountants’ 

libraries. Three editions have GenxTLemen >~Enclosed find $6.50, Iam taking advantage 


of your ial offer. Send me both the Journal for one year and 
been sold—a remarkable re- Dicksee’e “Auditing” (American Edition). 


cord for an accounting book. Yours very truly, 
If it is not already in your lib- 
rary, you should take this op- Naas 
portunity to get a copy. 


Why Waste Time or Worry 


Over Problems That Have Already Been Solved? 


When writing to advertisers, kindly mention this Journal. 
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THE JOURNAL OF ACCOUNTANCY 


New York University 


School of Commerce 


Accounts and 


Tenth year began September 30, 1909 


Among the classes scheduled for the year are: 


Subject Instructor 


INVESTMENT ACCOUNTS CHARLES E. SPRAGUE, Ph.D., C.P.A. 


PRINCIPLES OF ACCOUNTING 
ACCOUNTING PRACTICE } WILLIAM H. DENNIS, B.C.S., C. P. A. 
ACCOUNTING PROBLEMS 

AUDITING THEORY and PRACTICE LEON BRUMMER, C.P. A. 

EXECUTORS’ ACCOUNTS HAROLD DUDLEY GREELEY, LL. M. 


CORPORATION ACCOUNTS 
PHILOSOPHY OF ACCOUNTS } LEO GREENDLINGER, M.C. S. 


RAILROAD ACCOUNTS CHARLES E. FORSDICK 
COST ACCOUNTS JOHN R. WILDMAN, B.C.S., C. P. A. 
COMMERCIAL LAW CLEVELAND PF. BACON, LL. B. 


Students of accounting will be interested also in 
the numerous supplementary classes in Political 
Economy, Business English, Business Organization, 
Corporation Finance, Banking, and so on. 


All the above classes are described in the Bulletin for 
1909-1910. For a copy and complete information, address 
W. H. LOUGH, Jr., Secretary, Washington Square East, 
New York City. 


JOSEPH FRENCH JOHNSON, Dean 
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